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Exﬂcm.Dnmorﬁ'umm,
| W Mmﬁﬁ“&“ﬁ 20, 1967
g fr L] . L., Lot I887.
Hon. Riceapp Borlaxe, ? T

Chatrman, Subsommillee on Eeonomic Stotistics, Joint Eoo-
noptie Committes, Washington, D, (.
My DeanMg. Boruive : In aceordance with your request, T am trans-
mitting herewith & copy of The National Economic Accounts of the
United States: Review, Appraisal, and Becommendations for inelu-
sion in the printed hearings on the repoert by the Subcommitiee on
Economic Ftatistics. This is the official report of the Nationa] Ac.
counts Review Comunittes as snbmitted to the Burean of the Bud
by tha Naticnal Bureau vf Feanomic Research. :

Sineerely yours,
: Raxuoxn T. Bowaan,
Assistant Dirveclor for Statistical Standards.

Nariowar Burear oF Ecowonog Researcw, Ivc,
New York, N. Y., August 9, 1957,
D, Rayaoxe T. BowMax,
DHrector, Office &Sﬁaﬁaﬁmﬂ Standarda,
- Bureaw of the Budged, Washington, D). O.

Drar Dr. Bowmaw: 1 transmit hevewith the National Economic
Accounts of the United States: Review, Apprsoisal, and Recommenda-
tions, a report prepared by the National Accounts Review Commities
of the Nati Burean of Economie Research st the request. of the
Qifice of Statigtical Standards of the Bureau of the B“dﬁt;

There will be differences of opinion on particular findings and rec-
ommendations of the committee, some of which are indicated in the
body of the report and in the notes attached to it. The raport as a
whole, however, deserves—and we may expect will command—the
serious attention of all who recognize the importance of the national
e%oqamm accounts in the menngement of public and private economic
affairs,

Ar ents between the National Burean and the Offics of Sts-
tistieal gtanﬁards of the Buresu of the Budgei for the preparstion
of the repori were concluded on November 2, 1958, We are deeply
grateful to the public-spirited members of the National Accounts Re-
visw Committes, all of whom devoted & substantial portion of their
tima and energy dering the next 8 months to the diffieult task of pre-

aring the report; and to the many persons ingide and ouiside the
g‘adsral Government whe partici in the discussions, provided
essential information, and reviewed drafts of the report.
: 1



.2 HATIONAL BECONOMIC AQCOTNTS

The report wag approved by the board of directors of the National
Buresu, in accordance with its usnal procedurs, as meeting the objec-
tives of the Nattonal Burean—"to escerisin and t¢ present to. the
public important economic facts and their interpretation in s scientific
and ifnpartial manner.” As the resolution of the board governing
the relation of the directors to the work and publications of the Na-
tional Bureau states, approval by the board does not, however, imp
that each member of the boa haﬂ'madtharapurt,ﬂrhaﬂpamﬁ
upon ita validity in every datsil. _ _

The subject of national income and related ecconomic aceounts has
long been of interest to the National Bureau, We are glad to add the
present report to the series of reports in this area which began in 1821
with the publication of the frst National Bureau volume on ineome
in the United States. . - ' '

On behalf of the National Bureau, I would like to e%mss our
appreciation to the Office of Statistical Standards of the Buresu of

& Budget for this opportunity to be of service. . .

Sin TOuT®s Soroaon FABRIOANT
Director of Besearch.

THE NATIONAL ECONOMIC ACCOUNTS OF THE UNITED
STATES

BeviEw, APPRATHAL, AND RECOMMENDATIONS

A raport to the Office of Statistical Standards, Burean of the Budget,
prepared by the National Aceounts Review Comunittes of the Na-
tional Burean of Economic Rasearch, June 1957
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RETATION OF THE DIRECTORS TO THE WORE AND FUBLICATIONE OF THE
Natiowar Brreaw or BEoowoute BEsEarcH

. 1. Tha object of the National Burean of Economic Research is to
agcertain and to present to the public important economic facts and

their interpretation in & scienti
of directors is uhnrﬁed with the respo
Bureau is camad on in striet conformity with

worit of the Nation
this object,

and i :IJIl artial manner. The board

ibility of insuzing that the

2, this end the board of directors shall appoint one or more

directors of reseaxch.
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3. The director or directors of research shall sabmit to the members
of the board, or to its exeentive committee, for their formal adoption,
all specific propossls concerning researches {o be instituted..

4. No report shall be publi until the director or directors of
research shall have submitted to the board a summary drawing atten-
tion to the character of the data and their utilization in the report,
the nature and treatment of the problems mvolved, the main concln-
sions and such other information as in their gpinion would serve to
determine the suitability of the for publication in accordance
with the principles of the National Bureau, '

b. A copy of any manuscript pro%oaed for publication shall also
be submitted to each member of the beard. For eech menuscript to
be o sabmitted n specinl] committee shall be EEEuin“d by the Presi-
dent, or at hix designation by the Exeeutive Director, consisting of
3 directors selectad as nearly as may be, 1 from each general divi-
sion of the Board. The names of the special manvscript committes
shall be stated to each Director when the surnmary and report de-
geribed in paragraph (4) are sent to him, It 1 be the duty of
each member of the committes to read the manuscript. If each mem-
ber of the special committes signifies his approval within 30 days, the
manuscript may be published. If each member of the special com-
mitiee has not signified his approval within 30 days of the frans-
mitéal of tﬁe report an;l Hﬂmrlipt’ the divecior of msimmma]] tharri
notify each member of the board, requesting approval ar di va
of publication, and 30 additional days shaf be granted for tllzil.;r;ur-
pose. The manunscript shall then not be published unless of least
majority of the entire board and a two-thirds majority of those
members of the board who ghell have voted on the proposal within
the time {ixed for the receipi of votes on the publication proposed shall
have ﬂppmvedx. .

6. No manuseript may be published, though approved by each
mamber of the gpecial committes, nntil 45 d’i{s have elapsed from
the trangmittal §¥ the summary and report. e intarval ie allowed
for the receipt of any memorandum of dissent or reservation, to-
. gether with a brjef statement of his reasons, that any member may
wish to express; and such memorandun of disgent or reservation 3
be published with the manuscript if he so desires. Publication does
not, however, imply that each member of the hoard has read the
manuscxipt, or thak either members of the board in general, or of the
special committee, have upon its validity in every detail.

7. A copy of this resblution shall, nnless is¢ determined b
the board, be printed in sach copy of avery National Borean book.
{ Resalution ucE;:uted October 26, 1926, and revised February 6, 1033,
and Februnry 24, 1541 .) .

Jowm 21, 1957,
Dr. SoLoaronw FABRIOANWT, .
- Iireotor of Researvh,
National Bureayw of Economic Bescarch,
: New York, N, Y.

Deax D=, Fasmicawr: The National Accounts Beview Commiitee,
organized by the National Burenir in November of last year, here-
with subinits ity report with accompanying appendixes, 58 aﬁopt&d
at today’s meeting.
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The committee has sttempted to review the major questions in the
fiald of pational economic asccounting. It has not undertalen, how-
ever, to prepare a comprehensive treatise on the sthject. . The scope
and limaits of the committee’s report as well as the principles that
guided the caminittes are described in chapter ITL - .

The commitiee wants to thank the numerons representatives of
United States Government ecies, business, labor and scademie
organizations, many individoal economists, the Statistical Office of
the United Nations and the Siatistical Offices of Denmark, the Nethex-
lands and Norway, who have aided the. commities’s inguiries, often
by the supply of detailed memorandwmis. ‘The comnoities also appre-
ciates the assiatance of the nearly 100 respondents toits questionnaires.

The committee had the full cooperation of the agencias in the
II:repa.r_atiqn of the national economic accounts, primarily. ational
neome Division of the Office of Buginess Economica of the Depart-

ment of Comtasree and the Flow-of-Funds Section of the Divieion of
EResearch and Statistica of the Board of Governors of the Faderal
Beserve System.  ‘Muorris Copeland, Edward F. Denison, (3eorge Jaszi,
and 3imon Kuzdets read an early draft of the report and made many
helpful su iens. Many othets—too nmumerous to menfion-—re-
viewad drofts of individual sections of the report and eoniributed
their expert knowledge on many technieal }Jmhlams. The committes,
however, takes full and sole responsibility for the findings and recom-
mendations of the report. -

My, Stanley Lebergott, designated by the Odffice of Statistical Stand-
ards, Bureau of the ud’get, to kesp in touch with the committes, at-
tended all its meetings and in many ways expedited the progress of
our work: The committes finally wants to express its appreciation
to Mrs. Alice Hanson Jones, who took over the difficult of secre-
tary aarly in the committee’s pperations.

Sincerely yours,
{Signed) Ravmoxp W. Gowoemrry, Chairman.

V. Lewis Basare.

Germarp CoLa.

Ricmarp A. Basrrpeim.

" Evwew B. Geporen.

Josern A. Prommax,

Roy L. Rrtereon.

" RicHarp RuceLES,

Luazare TEFEE.

CONTENTS
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1, Beope af nationsl economic accounting.
2. Findings. ]
3. Recommendstions. .
E-:ﬂ Inprovements In hasio data,
By Changes ti: the strusture of the system of pational smonomis
BoTounis.
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Appendix . Pr-allminar:.r natinnal balanoe Hhe&t 19%55.
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Cuarmer I SUmMary oF FInpives aNp RECOMMENDATIONS

In thiz brief summary tha comnites’s main fndings and recom- .
mendations are set forth in’ nontechnical language. 18 SUIHMATY
cannot repeat the explanations and qualifications contained in. the
kody of the report which ere indispenszable for n full appraisal of the
eomnpttes’s. recommendationa. _

‘1. BOCPE OF WATIONAT, BCONOMIC ACCOTUNTING

National economic secounting may be defined as the systematic ar-
rangement of statistics that describe the operation of the Nation's
economy quring & year {or a sherter peried) in mouch the same way
08 buginess-accounts describe the operations of nsn enterprise.
national economie aceounts are made vp of five mpin sepments:

(2} The national income and produet aceomnts register the value
of the output of finished goods and services of the Nation and the
incomes flowing to the various gronps as a result of their contribution
to ouipnt. These accounts make up what are commonly called na-
tions] income statistics. They are published on & ragular anthusl and
quarter.ﬂsnlledule, . _ : :

(3} The mternational balance of paymenis statement reflects and
- classifies all payments mrting betwaen the Unitegd States and fox-

eign countries. It is published on an annual and guarterly basis.

(&) The flow-of-funds statements, also known as moneyflow staie-
ments, show. the total fonds yeceived by the various groups—hounse-
helds, business and financial enterprises, and (overnment—and: the
use they make of these funds. Transackions in existing nssets are
included in the fiow-of-funds statements, but are excluded from the
income and produet aceounts. Flow-of-funds statements are now
preparel annually. - ) _ L
{d) Input-gutput tables trace in detail the purchases and sales of
raw Materizls, semifinished goods, finished commodities, and serv-
ices amonyg industries, using a much finer indostry and comnodity
classification than is possible in income and product accoumts and in
flow-of-funds stafernents. Becnuse of their great detail, input-out-
pui: tables have been drawn up only eccasionnlly—the last tine for
1047 —rather than on a regular nle. _

{e) The national balanice sheet lsts, for the various groups and
for the Nation &s a whole, the value of tangible and intangible assets
and of liabilities, in the aggregate and bly t}r{)e, and shows the differ-
enca betwean agsets and linbilities, usnally called net worth or equity.
The listing of tangible assets—Iland, structures,. equipment, inven-
tories, ste.—-ia sometimes referred to ag & nationnl wealth statemment.
National balance sheets and rélated statements have been compiled
only for a limited number of dates and only unofficially.

&, PINDINGS :

(2} In the twe decades since the national income and prodict
aceounts were added to the economic infelligence of the United
Staten, national economic accounting has become one of the chief
tools for the formulation of Government economic policy and of
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business pelicy. Most long-range policy decizions of the Goveri:
of large businass enterprises, and of many trade wssotinticns
and Inbor and agricultural orgnnizations. now are foimulated within
the framework of the national econoric aecounts, explicitly or-by
implication. The uzs of data from the nationel economic aceournts
is also frequent in the formulation of shurt-mn_.gu decisions. Market
analysis as we know it today is hardly possible without national
nccounting data. The agencies of the Federal Government that are
eI with economio stability—e. g. the Cbuneil of Economic
Advi the Board of (tovernors of Federal Beserve System
and the Treasury Department—could not function as they do with-
out the national econemic accounts or something very similar o
therr, The Congress, and particularly the Jeint Economis Com:
mittea and the Joint Committee on Internal Revenue Tuxetion,
.wonld alse ba congiderably hampered in. their tinn _wgthﬁut na-
tional -economic accounts, The work of all these agendies would
benefit from improvement of the national economic accounts.

(%) Work done in the United Stotes, both inside and outside of
Government, has made significant contributions to the developmelit
of national economic accounting. The United States is etill aloie
in having detailed flow-of-funds statements snd national balance
sheets covering a considerable period of time. However, our needs
for accurats and up-to-data national ecoromic acepunting data for
Government policy and business planning have increased even Mmoré
rapidlﬁﬂ;m a improvements made in this field. .

{c} quality of the estimates is by and laxge as good as the pri«
inary date and the funds available for their processing and analysis
permit. The esiimators of the national sconomic accounts have ex-
tracted very nearly as much information from the available statistics
as is possible with their Jimited funds The committes, in its nu-
merous contacts with users, has heard no complaints abont the compe-
tence or impartiality of the estimators, L

(d% With very few exesptions ﬂla‘r&:huiremmts for batter and move
detailed national accounting dats, and data betier fitted to users’
needs, call for improvement in, or addition to the steek of primary,
statistics with which the national accountant must work. ere is
urgent need and ample room for such improvements and additions.
The most important gaps in the basic data oceur in the fields of emall
{unintorporated) business; and of capital expenditures, both publie
and privats. ) .

.~ {e) The structure of the aceounts, particularly the i ticn of
the five main sets of accounts, is opan to improvement, is 18 one
area where the United States seems to have fallen behind those for-
gign couniries that have advaneed most rapidly during the past
decade in building up 2 systematic set of national ecopomic accounts.
{#) Ths National Incoms Division of ths (ffice of Business Beo-
nomica of the Department of Commeres, which is nsible for
the nationz] income and product secounts, has performed most ered-
itably considering how understaffed and overworked it is, but it
ntly needs reinforcements. The Division has been able to main-
tnin, or even to ineréase, its volume of cutput of current statistics
m? by delaying needed extensions of the data, by postponing repair
and maintenznce work on seme of its figures and by limiting its
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experiments with aliernative estimating procedures. ‘As in business
such a process of retrenchment cannot be continued indefinitely with-
out Serious consequences. : L

3. Recommendations

The folluwiﬁ very brisf summary of the more important recom-
mandations made in the report omite those that are of intersst pri-
marily to specialists. The recommendations are given without regard
to the order in which they appear in the report; without indicating
the reason for making each recommendation; without discussing the
technieal problems involved; and without indicating in detail when
and how each of the recommendations s to be achiaved—all matiers
discussed in more or legs detail in the body of the report. Chapter 111
in particular, which sets forth the comsiderations that have gmded
the commnittes in its recommendations, may he regarded as an essential
supplement to thess pages. Gampremeg as they must be here the
committes’s recommeandations may ap to constitute a sharper
break with present practice than is actually the case. .

The committes’s recommendations can be grouped row hg into
fivemajor categories : {2) improvements in the basiodata; (5
in the struetura of the national economio accounting system; {c; m-
provements in the national inecome and produet estimates; (d) im-
provements of estimates of other segments of the national economic
accounts; ahd (¢) orgamizational changes. The order of the recom-
mendations under esch heading is not necessarily an fhdiewtion of their
relativa importance. Tha-ﬂﬁures in brackets indicate the portions
of the report in which the full recommendation is discussed.

{a) Improvements in basie date .

Most national economic pceounting figures are built up like a mosiac
from very varied primary statistics, that are not primarily colected
for use in the national sccounts. m Toveznent in these basic data
is thus a, prerequisite for most of the subssantial imaprovements in the
quality or scope of the estimate in the national ecenomic accounts rec-
ommanded by the commitiee. ' : .

The ecommittes, therefore, nrges in the strongest poscible terms the
improvement of the data underlying the estimates that are entered
in the national income accounts, ongh we have nof atiempled
to survey &ll aspects of data adequacy, soms data problems sre dis-
eussed in the report. Other data are widely recognized as being in-

nate and hanhoa have not been axarained 1n detsil.

e re inclined to at{ach the highest priority to improvements in
eight areas, all of which are essential not only for the improvement
a? the national economie ascounts, but are of value in of them-
selves for current economic analysis: _

(1) The fingneial situation of noncorpgrate husinm—?mﬁts, capi-
tal expendituras, investment, and withdrawal of capital by owners
{ch. sec. 2.} . .

{2} ‘I?he current garnings end financisl situntion of corporations
outside of the well reported manufacturing sector {(ch. VIIT, &sc.

1). . | |
){3) Deiail on inventories by durability and end-use; additional
information on imventory accounting practices; and more reliabla
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information on the %ricas signifieant. for deflating inventory boolk
values (eh. XTI, see. 2.b). - : e .

(4) Detail on sales by manufacturers and by retailers by commodity
line, or stmilar detailed groaping, and by major bu ups; in-
cluding the purchase of durable eross-classi v type of
commadity and industry of buyer {ch. VIL, sec. 4).
© (5) The current value of eonstruction, in particular new non-
residential construction and repair and maintenance on all types of
structures (ch. VII, sec. ¢). : _

- (8) Classification of Government purchases by {ype of commodity
{ch. VII, sec. L.b}. ' '

AN A&jushnant for under- or over-reporting of income and busi-
ness expenditures of individuals, parinerships, and corporaticns as
disclosed by audit eontrol studies {ch. X, sec; 25 eh. X1, sec. 28).

{8) Additional price data to extend and improve the deflation of
varions segments of the national economic ascounts {ch. VI).

Tn anost of these areas, inprovements call mainly for an extension.
of axistin.gbgwe-rnmen:épmgmms or for the restoration of programs
that have been anrtailed or abandoned because of budgetary restrie-
tions. Since these impsrcrl.raments involve the work of many agencies
we urge the Office of Statistical Standsrds to expedite the develop-
ment_of a consistent program for them, and express the hope that
the Ci:mlgll’m' will give sympathetic attention to the need for such
easential basie statistics. :

(D} Changes in the struclure of the system of nationel economic
aceounls
(1} The five segments of the national ecomomic accounts, which
have hitherto led rather independent lives, should be integrated into
a gingle national sconomic secounting system. This recommendation -
for the development of & concepiunlly integrated system of national
gconomic accounts is one of the main recommendations of tie com-
mittee, if not the most important one. This infegrated system con-
taing elementa which can be implemented immediately. It also pro-
vides 2 framework for the future integration of flow- of-funds, input-
oatput, halance of gnphents, balance sheet and national wealth dsty
with the income and preduct acconnts (ch. V, see. 4, and appendix A).
{2} Forthe national income and product aecounts n functional five-
aceount system is recommended for immadiate implementation, and
it is hoped that the accounts showing changes in assets and linbilities
for vai}uui ?'nﬁtritutiunn.l sectors can follow showtly (cli W, sec. 8, and
B> ix A). o S
R‘ﬁl Separats firures should be shown for the incoms and expendi-
tures of a manber of sectors that are now sombined in ons *house-
hald” sector, viz: nonfarm households, farm households, nonprofit ot-
ganizations (such as educational institutions, churches, foundations,
and labor unions), private pension, health and welfare funds, and
personal trust funds. At o Ister date figures for swners of unincor-
ur]!:Ltmi nonfarmy business should also be presented ssparately (ch.
y B2 1), ' -
(4} Separate and more detailed figures should be shown for the
Federal (zovernment, for State governments, for locsl governments,
and for' Government entevprises.  The estimates shonld also provids
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a réconciliation with published Government budget data {ch. VII,

sac. 2).

" (8) Figures should be provided to permit asers to treat purchases
of consumer durabiles and Government cutlays for structures and
eq;ﬁpmant a& capital expenditures which increase the stock of material
wealth (ch. VII, see, 1.c and 2b}: . : ' R

{6) Estimates of deprecintion allowances. and stocks of  repro-
ducibie durable assets shonld be shown on the basis of replacement
cogt as well az original cogt—the present basi=—<o that users may work
with the figures maost serviceable for iheir purposes (ch. VIT, see. 5).

g}- A change-in-assets-and-liabilities acconnt should be set up for
each of the main groups—honseholds, business, and Government—
subdivided as suggested in (3} nbove. Such nn acecount would pro-
vide n link between the income and product acecunts and the national
balance sheets {ch. V, see. 4),

. {8) As a fertber link between income and prodnet accounts and
national balance sheets—and becansze of the importance of ths figures
for many questions of econemic policy—estimates of realized capital
gains of the main sectors should be provided ns an integral part of
the system of national ecenomic accounts. These esiimates should
be extended as soon as the data permit to unrealized capital gains
(el VII, sec. 1.d). _ _ :

(9). Az an inereusing proportion of large business enterprises and
{fovernment agencies shift to electronie accounting, a large body of
new data may become available to the compilers of the national -eco-
nomic agcomnts and old data will become available much more rapidly.
To 1nsnre that the nationnl sconomic acecamits make full vse of these

otentialities a thorough investigation of the technical problems
mrolved shonld be made by a stxdy group of economists, statisticians,
actonntants, comptrellers, and computer angineers {ch. XV).

() Improvementr in the national income and product geeounis

{1) More emphasis should be put on the development of estimates
of nutional prodeet and income in constant prices. These figures are
ns essentinl for a fall appraisal of economic growth and structural
changes in the economy as the usual estimates which aie ezpressed in
flactuating enrrent prices. Estimates of the real prodoct of various
industrial sectors should be developed, and greater detail is needed on
the present estimates of consumption, investment, and Government
expenditures in constant pri;::ea(1 VI ]

2) 'The estimaies of national product in constant prices should be
poblished quarterly rather than only st anmmual intervals which are
too long when prices change as rapigl'y as they have done in the post-
war period (ch. VI, sec. 2). L

(3) The quarterly national income and product estimates should be

eased in somewhat greater detail (ch. sec. 3)., -

(4) To enable buminess and economic analysts to make use of the
lntest Sonres, significant revisions in quarterly and annual sstimates
should puﬂli ed currently rather than held—as is now the renaral
practice—until sbout & months after the end of the year (ch. VIII,
sec, 45 ch. X1, sec. 1.c). ' .
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(&) Improvements in salimates of other sepments of national economia
adasds

(1) The flow-of-funds statements, now available annually, should
be put on a quarterly basis and released within abont 3 months after
the end of the quarter. This is neceseary if they are to be used in tha
errrent anzlysis of the cspital market, & purpose for which they are
eminently suited (ch. XTIT, sec, Eh.ﬂ -

{2) Continuwons effortsshould be made to put the fow-of-funds state-
mepta more consistently on o basis; to show separately purchases
snd sales rather than conly net balance; and te bse sctual flow
gﬁmﬁ rather then to infer them from unadjusted changes in Tead

dings. These improvements will increase the accuracy of the dow
estimates for intangibla assets, partacularly for stocks and bonds (ch.

sec. 3. - - , : ;

{3) Preparations should be madas to utilize the results of the 1953
economic censuses to- build up sn input-output table for that year.
Neo input-output table has been available for a period later than 1947,
and a more up-to-date table will be helpful in many fields of economie
and, business auslyeis, oven if it is Jess detsiled than the 1947 table
{eh. XT1I, sec. 5). -

() Consideration should be given te utilizing the 1960 census of

ulation a5 the occasion for a doncerted effort on the part of Fed-
eral gtatistical agenciez to £ll some of the gaps in our knowledge
about the distribution of personal income by size (ch. X, gee, 11).

(5) A thorough study should be made of the conceptnal and prace-
tical problems of constructing mational and sectoral balarice sheats.
This study, which might well be undertalen by & private research
orgenization, could serve as the basis for :gula.t, and ultimataly an-
nual, estimates by 3 Government & n;c&v. nee this stage is reached
the. main gap in the official intervelated system of national economie
accounts which 1s our goal will be closed {ch. XTIV, sec. 5}.

{8} Organiaation of national economic gocounting work

{lf Thse E“mmnﬁy integrated system of nationa! economic necounts
should be prepared and published by one ¢y within the Federal
Government to insure that a fully integrated set of daiz which gre in-
ternally consistent will be prepared, appearing at regular intervals in
a8 singls publication, Different agenciezs will ba concerned with the
detailed estimation of diffarent segments of the national economic ne-
counts for their own operating use {. g., inpid-output tables, flow-of-
funds statements, balamce-of-payments tables). Collection of the
basic atatistics used in the wvaricus national econiomic accounts will
necesiarily continue to be divided among many agencies (ch. IV,
sec, B). :

(2) A gubstantial increase in the staf! of the National Income Ii-
vision of the Department of Commerce, which now provides all our
national income and product estimates, is an urgent necessity and a

nigita of many of the committes’s recommendations. Such an-
increege iz the more urgent ns tha size of the Division hac been ve-
duced by abont one-fourth sines 1950 while its responsibilities have
anded {ch. IV, sec. ?ﬁe . e
“?3] The mmcrease in National Income Division’s budget should
be sufficiant to permit the addition of a Research Section which
should assess the accursey of the estimates svailable, continuously
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Jore the possibilities of improvements in the estimates, iment
ﬁh' alternative conicepts and data sources, ang mnsi‘ir bagic
roblems which cannot be.adequately handled by the other sections
ate fully cccupisd with the task of preparing current estimates

{ch, TV, sac. 3), ' S

4, QOFTE, 'I‘]]ﬂ.'ﬂ'ﬁ, AND PRIORITIER OF RECOMMENDATIONS

Three important problems thet stise in conneetion with the imple-
mantation of the commitiee’s recommendations remsain to be con-
gidered: the costs involved in the recommendations, the timing of the -
recommended improvements in and additions to our national eco-
nomie aceounts, and the order of priority among the recommendations.

The proposals made in this report are not costless Even thongh
the committes su that on a number of controversial problems
exploratory work should he continuned and inténsiﬁaﬂi by private re-
search organizations, it also recomznends a congidersble expansion of
the statisticel activities of the Federal Government, - o

The committee is aware of the onsibility of anybody who, in
the light of an already I Federal budget, recommends additional

itnres. Haowever, the major economic statistical programs
of the Federal Gtovernment, including those of the Federal Reserve
Board, heve in recent yesrs cost between $85 million and $45 millien
per year. This is a very small item—about one-twentieth of 1 per-
cent—in ths Federal budget, and most of it is spentAfor %Ezpm er
than the needs of the national economie -accounts. relatively
emal] increase in these outlays that would be necessitated by.the com-
mittes’s recommendations is not only cumgnhhla with ineressed acon-
omy and efficiency in Government and business, but is essential to
accomplish these goals given tha widespread %ri?ata and public use
of the data. It would be falze economy to abandon or postpone much-
needed improvements in our economic intelligence, fn terms of im-
Emved business mansgement and more rational Government policies
_ardljfhar ;in,‘;' d:ut:;hdga.r expenditure by the Federal Government promises
vi

mﬁ‘he commiftes recognizes that not all of its recoramendations conld
be carried out at the same fime. We have indicated In the text the
recommendations that corld be executed prompily, these that require
a longer time for implementation and thase wa regard as long-
' uhilgctim

n addition €o the improvements in the siructure of the nationsl
aconomic accounts, wa recommend early implementation of those
measures that would substantially improve the data vsed in the
national income and produect nmnnntﬁ,ag:timlaﬂy those that would
give valuable insights into economio vior by providing informn-
tion ssparately-on a im&er number of significant sectors of the econ-
omy. We suggest that the recommended changes in the flow-of:funds
statements ba given prompt attention by the Féderal Ressrve Board,
partly because these statements are already being prepared regmlarty
and partly because they tie in clossly with the incormne and product
accounts. We also recommend: early strengthening of the stalf of the
National Ineome Divigion, maludingdthe establishment of a research
section which can devote itz efforts to developmentsal work., :

431377 O—FA—-12
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The comnmittes regards as st:ﬁflamantm? though important recom-
mendations, portiendarly for- loﬁ;mgn development of the na-
tional economic accounts, the establishment on a regular basis of two
a?me.nts of the integrated nationsl economic accotnting system in
addition to the now existing segmenis {naticnal income -and preduci
ageounts, flow-of-funds statements, and balance-of-peyments tables),
riz input-autput tables and balance sheets, The committes does not
regard these varicus proposals as competing with each other. Each
of them has s important place in the development of a comprehen.-
sive system of national economic acedunts, e .

CrarrEnr I1. ORGANFZATION AND ACTIVITIES OF COMMITTER
3. TERMS OF REFERENCE OF COMMITIRE

The National Accounts Review Committee was set up by the Fa-
tiona! Buareau of Economic Research at the reqmest of the Office of
Statistieal Standards of the Bnrean of the Budpet. - Arrangements
wers concluded sarly in November 1956 and the committae began to
ﬁeperute immedistely thereafter, holding its first meeting on Novem-

ril, S : '

The main function of the comumittee, it was agreed, was to ‘under-
talte a review of the natiomsl income accounts and closely related
accounts now being prepared or raquiring preparation by the Federal
Government, and make recommendations concerning needed improve-
ments and additions for more effecttve analysis. The objective of the
review is te provide a thorough examination and evaluation of the
national incoma aceounts and related: accounts and to devize a pro-
ﬁ‘rg;n to effect further improvements in the accounts when feasible.

veview is to ascertain what reorientation in concept and statistical
procedure ig regmrmi in the necounts.in order that they may serve .
Governmeant and private nses mnost effectively.” The commities inter-
preted the term “related aceomts™ ta thelude classifientions of the
well-kniown national income and product acconnt by sector, by size of
income and other characteristics of households, and by State; or other
nrea; ag well as the more recently developed segments of a complate
system of national accounts, namely, low-of-funds statements, input-
sutput tables, national balance sheets, and the old established balanee
of international payments.® - - : S .

The national burean entrusted the conduct of the study specified in

the contract to a committee congisting of the following members:
?1 V. Lewis Baasie, professor of aconomics, TUniversity of Ilinois.
2) Gerlard Colm, chief sconomist, Nationsl Planning Awsociation.
{8) Richard A. Easterlin, associate professor of economics, Univer-
sity of Pennsylvania.

54 Edwin B. Gaur%e diractor of econemiss, Dun & Bradatreat, Inc.
5} Rayrmond W. Go cismit& member, research staff, National Burean
of Economic Reses hairman., .
{8) Joseph A. Pechman, research staff, Commitice on Economic De-
valopment. ) ) Co- ,
{7) Roy L. Reievson, vice pregident, Bankers’ Trast Co.

1 Th= vartous segments of 4 eretem of national pocgupts BT brle%; deecribed In ch, T
:-Kn[ciIL e & more datalled descriptions will 'iro found 1a che. ¥, et 3, IX, X, IH:
, and . B



NATIONAL ECONOMIT ACCOTNTS 17

8) Richard Ruggles, professor of aconomics, Yale University.
{9; Lazare Tape%?dire%mr of research, International Ladies’ Garment
Workers' Union {AFL-CIO).

4. AOTIVITIES OF THE COMMITTEER -

The basic considerations which have gwided the committes in its
work are suramarized in chapter IIL. They will = the resson
for the way in which the ecommittes has operaied and has framed its
report and recommendations, : ]

e committee ascertained the eaperience and needs of the main
grouge of users of national accounting data by & series of meatings
and by means of three questionnaires. ~ Abont & dozen ings were
held with representatives of Federz) agencies both those prlm;.;-ii‘lﬁ
prxlucing and those primarily vsing nationa) accounting data; -
university, husiness and labor economists specinlizing in the netional
secounting fiald; and with representatives of the American Institute
of Accountants. . .

Two guestionnaires were sent cut to business, labor, and academic
economists (but excluding economists in the Federal Government}
working in the field of national necounting and over 70 replies were
received. The replies to thess two questionnsires form the basis of .
the statement on what nsers want of the national accounts in the fol-
lowing section. The third questionnaire was directed specifically to
persons interested in regional aspects of national afcounting and was
c&inplated by about 25 respondente. It iz dizenssed briefly in chapter

The committee held 12 meetings usually lasting 2 days to plan its
work and to discuss suceessive drafts of the report. The final dvaft
waa adopted unanimously at the meeting of June 21, 1957,

3. A BURVEY OF UAERS" NEEDH

To inform iteelf about the regimments and su [Eeeti-:ms of the
users of national accounting dats, the committes in adg fion to numer-
ons nal discussions distributed the first two questionnsires to a
number of ecopomists and statistician outide the Federal Grovernment
whe presumably were making fairly regular use of these stabistica
They included business, labor, and ‘academnic economists known to be
interested in national income and product sccounts and flow-of- Funds
staternents, members of the cuni‘grenca on vesearch in income snd
wealth amf members of an informal association of business economists.
The ﬁmﬁmm'mqmmd beth about the use made in the past of
available national income data and asbout respondents’ evaluation of
the need for specific improvements and extensions in the nccounts.
The questionnaire used is regmducad in appendix C? The answers
to the questionnaires ide an impresston of informed apinion
though thiey do not result from o sclentific sampling of all vsers,

It is interesting to note, for exnmple, that of the Improvements and
extensions in the national accounts about which respondents were -
queried, querierly esiimates of gross national product at constant
prices were checked more often than any other question, although the

T4 glightly ditferent shorter questionnalze wes need in.the b L & about & domen
replisg vtchre reerlved which are mot Imclwdad h?ﬂn tuh:hﬂtym'ﬂmnr:mh C. *



18 NATIONAL ECONOMIC ACCOUNTS

lepd wras small. Next in order, cited with approximately equal fre-

ency, were the following improvements: : B

Sa Addition of information on stock of consumer derables,

B} Reconcilistion of consolidated Government receipts and ex-
penditures of the Federal Governtment as shown in the national income
and producis aecounts with the conventional and cash budget figures.

() . Classification of (Govarnment purchases of goods and servicss
fiito eurrent and capital expenditeres, a distinction essential for the
estimation of Gtovernment saving and investment. '

{a'-i Separation of nonprofit mstitutions and a few other groutgq
now lumped together with households info the personal sector of the
national income and product acconmts. ' - :

(:3} -Quai_‘barﬁ einates of personal saving on e balance-sheet basis,
1. €., &3 the result of independently estimated changes in the different

of assets and liabalities of households.

{ f) Estimstes of persona} income in eonstant dolloxs.

¢} Estimation ﬁa;roles ngtional product and its priteipal com-
ponents on a monrthly basis, ~ _

Suggestions checked next most often in the replies as being fra-
quanugy needed, includad the following: -

{A) Improvement in the method of allocating expenditures for cer-
tain commodities, e. g., automobiles, between consumers and husiness,

(‘i; Classification of expenditures on producer durables and, of their
purchases by ¢ ése of commeodities and by industry.

{#) Bhift of depreciation estimatee to & replacement-cost basia from
the original cost bagis now prevailing.

(%) Flow-of-funds aceounts on a quarterly hasis in additien o
the annual statements now gvailahle,

- w3 Tr Regular estimation of s, nationa] balance sheet,

Thers ware congiderable differances in the improvements which were
amg{msised by business and by scademic economists, and they tended
in_the expected direction. Business and Jabor economists most often
asked for additional or improved short-term estimates, e. 2., monthiy
estimates of gross national preduct, and quarterly estimates of

- national produet and personal income in constant prices, emie
economists, on the other hand, showed most pronounced interest in
additional annual breskdowns, partioularly the separation of honse-
holds from nonprofit institutions and other types of units now Jumped
together in the personal sector and in the separation of curzent and
capital expenditures of the Government. _ _

ere was surprisingly little demand among the respondents in both

. groups for somme Information in which comsiderable interest has hean

expressed in the past, for exampls: the separation of imputations, a

breakdown of inventories or purchases of durables by industry, de-

precigtion estimates on the basis of the declining-balance met]i)d, A

classification of (Government expenditures by type, national incomsa

figures by industry of origin in constant prices, regular (presumably
annwal) mpet-output tables, and a more detailed disenssion or de-
seription of estimating proeedures then is now provided, particularly
in National Incoms, 1864 edition. :

Aldthough the committee has not felt bournd by this siraw vote of
ugers, it has, of course, given considerable weight to the opinions
expressed in the replies in making its own recommendations.
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4. ARRANGEMENT OF REPORT

For readers interested only in the bare bones of the commities’s
findings and recommendations n skeleton summary has been provided
in ehapter I, The committes, however, felt it nedésdiry o provide
56 & ound for jts recommendations, first, s statement of the
considerationa which have gnided the committee in its work Tih. Ity ;
secondly, a brief description of the present status of national account- -
ing ic the United States and abroad (ch. IV); thirdly, & condensed
description-of tha uses of 4 gystam of national accounts and-of the form
of an in ted system which the committee regards as the long-range
gonl (ch. V); fourthly, 2 more detailed discusston of a number of
conceptual and pru.cticai special probilems of the national income and
product aceounts (che, VI to ﬂﬁ} and by tlis breakdowns of the ac-
counts by regions {ch. IX) and by siza mtﬁum éeh. X;Li' fifthly, a

consideration, necsssaril ive, of the statigical of
the natfionaolni 1ncome andy pﬁuat estimates (ch, XT); and m, a
diseusgion of the other chief components of a system of national ac-
counts and of their integration with the national ineome and products
accounts, namely, flow-of-funds statements-ﬁch XT11), input-output
tables {ch. XIIT} and balance shests {ch. .

The appendixes contein supporting documents, and tables and o Jist
of detailed technical suggestions for improvemsnt ip the national in-
come and product accounts ahd the primiazy. data mﬁmlgju?"them
which was submitted to the committes by George Jaszi, C of the
Nitional Income Division (appehdix E). !

Caarrer, I, Gomixe CoNSMERATIONS

At the outset of the substantive part of the reElort it appears advis- -
able to summarize briefly the considerations which have guided the
committen in the conduct of its study in the framing of its report, and
m the selection of its recormendations. Such an explicit statement
of the considerations underlying the ieport will, it is hoped, nssist
readers in putting the specific recommendations to be. found in the
remsaindet of the report into their appropriats frameworl.  Soms of -
these considerations wilk be diseussed in more detail in later sections;
for others the brief mention in this section will have to suflice.

{#) There is need now for a review of the national accounts, par-
ticularly the national income and product accounts. Even if the pres
emt vergion of the national incowes and fraductﬂ acepunts, which has
remained virt unchanged gince 1947, were ar nearly perfect as
such estimates could-be at the time the systein was set up, there would
be ample sfope now for a thorough exemaination. =

Firat, since 1947 an important branch of the national actounts, the
flaw—of-funds statement, hag been newly developed and another one,
the input~nul;§1ut table, hag bean considersbly expanded but later
dropped. Although official estimates of national and sector balance
sheets arve still missing, with the exception of agricaliure, enough
work hes been done in this feld during the last decade by individual
students that this agpect of the national aecomnts can no longer bo
ragarded as existing in the imagination only. The development of
these new branches of national accounting poses an integration prok-
leme that did not exist in 1947,

8
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Secm::':in?, considerabla progress has besn made in clarifying the
conceptual basis of the national accounts and in settling some of the
problems, thougl others remain es intraciable as ever, Fortunately
thae state of the discussion hes been summarized in a series of papers

raparad for & meeting of the Conference in Research in Income and
Yealih held in the fallof 10565 S e >

Thirdly, some important sectors of the nationsl accounts, particu-
larly saving, inventories, and capital espenditures, have been thor-
oughly investigated recently by consultant committess organized by-
the Faderal Reserve Board:*- _'f"heir ojeration hag permitted the com-
niittes somewhat to limit the séope of its own activities. ™ ~ =

Finally, considerable progress in- the fiald .of national accounting
hag been made i geveral foreign countries and in internatichal or-
penizations. Thus there now exists abroad an accumulated body of
experienca from which we may well profit,’ even thcm%h OuT OWN
systemn of national accounts is still the.equnl of thet of any other
country if considered as a whole.

The advent of elettronic sccounting, which promizes {o spread
rapidly to most large business and (Government crganizations, poses &
whole new set of problems.- To what extent the potentialities of elec-
tronic accounting will be wtilized for the national accounts is one of
the most important questions-in this field with which economists and
statisticrang will have e deal in the neay future:” .

(b} National aceounts have acquired incressing importance for aco-
notaic polity, for business, for labor, and for econoine science during
the Yast two decandes. Their impact may be expected to grow as the
potentialities 4z well ns the limeiafions of national aceounts hecomea
even better known. As the barden put on national acconnts by dif-
., ferent groups of nsers increases, so must the reliability and the flexi-
hility of the system. L . : . '

{¢), The methods of business accounting provide a point of depar-
ture for a system of national accounts in an economy in which, as is
the case in the United States, business enterprises account for a deei-
sive part of economic activity. However, national accounting, par-
ticularly in the eonsumer and Government sectors, need not follow
the business aceounting conventions of the day in every detail or aven
- inallmajor festures. National accounting is entirely within its rights
in selecting among altermative methods used by business accounting
the one which appears most adequate for its primary purpese—to
provide a systematic record of economically relevarit facts. National
sccounting may éven go further and, where economic’ anaiysis re-
quires, adopt methods which differ from all slternatives in use in
business accounting. -

(€) The national accounts are best regarded as an integrated
framework for the systemotic organization ond presentation of eco-
nomic information that can be expressed in dollars. Their main valae
is that of a tool of econamic policy, possibly the mest important, fac-
tual tool that economic anal Iysis and policymakers in Government,
business, labor, and universities now possess.

tThs |£1mued1n of this conference which wvallable to the comimlties in oilien-
gruphad f4rm will be pabliahed garly o I!ﬁll! by the Nationn]l Borsau of Beonomle Resanrch

ek vol, 22 af Studies 16 Incomw and Wealth.
i Reports of Paders v Congulitent Commndtiee on Ecomomile Btatleties, hanwl
bafore the Bubcomumlbtes on Edopomic Btotlotler of the Taint Committes on the Esapomic

Report, 8dth Cong., Let seas. (1955).
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‘(e)- The . development, of an int ted system of national ne-
counts—encompassi Gﬂ‘i'emmtentaﬁ:adgeta, national income, and
products secounts; flow-of-funds statements; the balance of pay-
ments; an input-gotput table, and a national balance sheet—should
be & goal of nll national accounting workl Although this integrated
system can only be developed by steps, con be expecied to be completed
anly many years from now and will not cover _weagﬁdetaﬂ- of all its
compobents, it should remain a declared and owledged . goal
nevertheless. - : '

{#) Flexibility is 2 prime requisite of an efficient system of national
accounts because of tha variety of important requirements of diferent
groups of wsers of the national acconnts, and of the necessarily con-
ventional and:gometimes arbitrary nature of some of the definitions
and procedures adopted. The means that the system must be 20 set up
that it provides alternative figures where there is a reasonable demand
for them. ‘The treantment of axpenditures on consumer durable as con-
gsumption or saving, the use-of either original eost o replocement cost
depreciation, the inclosion of capital gains and losses in personal
ineome, the separation of imputed items, and the elimination of zea-
sonal) variations are exammples of sitnations where estimates on dif-
ferent bares should be available to users. : :

- [} While recognizing that the specific form of our system of’
national seconnts will always be influenced. by its otiging and by the
pecalinrities of the primuvy dats zvaileble in this country, we should

conform to International wsage wherever this ¢can be done without
rubstantielly redncing the value of the system for domestic yse and
whers the obstacle to conformity les primarily in features of -our
syetem which may be explained by historieal accident. Such an

atternpt to conform with international u should not, and need .
not, prevent ws from trying to keep the United States s of

national aczounts ot the top in international eomparison with respect

to conceptual structure, detail, reliability and up-to-dateness.

(&) The committes has tried to provide in this report a roadmap
for national accomting during the next § to 10 years, rather than to
condnet an rtem-by-item gadit of the present estimates, pacticulaxly
the national income and product accounts of the Natiemal Income
Division. This decision is the result both of choice and expadiency.
- The commities was unanimons in its conviction that in the present
sitnation the development of an integrated lovg-range program was
more important than & detailed examination of the adequacy and the
relinbility of the estimates now =available. This conviction was
strengthened by the impression—gained admittedly without thor-
ongh item-by-item study but reflecting meany years' experience in
the field by most of the members—1that these estimaiea were by and
la;tgt-h(_a a3 good as the sources of information now available permitted
so that a detailed audit was not likely to reveal shortcomings not
already known toe the estimators or to careful users of the ﬁ%um
But even if the committee hiad rated the need of a detailed audit of
our present national nceownts higher, it conld not have undartaken
the . The conduet of such an andit—apart from ealling for s
different committes membership—would have required a much longer
period of stody than was assi to the committea; would have
presupposed the employment of a substantial full-time staff which
the committes did net have; and, in view of the staff shortage of the
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National Income Division, would have seriously interfered with the
preparation of the current national income and product estimates.
) The report iz necesserily selective. The nattonal accounts, or
even the nationsl income snd products accounts only, cover such an
immense territory in terms of econemie statistics and of conceptual
problems that it would have been impossible for the commitfes—
Erhuse mb&l:ii mflﬂiﬂ%ﬁm to thizs work qntiy part of thgxrttléaﬁa
pring a ‘period o n year—to investigate every aspect of the
nmr;ﬁngts. It may suffice to recall that two of the Federal Reserve
Board’s consultant commitices—those en BB-TJII% and inventories—
gpent approximately as much time on their two fields which constitatie
only N:Em ively amall sectors of the national accounts, as this commit-
tes cotld expend on iis entire sorvey. In selecting the subjeets on
. which the committes has coneenirated its attemtion, the commitiee .
hes, of course, selacted aspects of the national accounts which it re-
garded as particnlarly important and as offering the chance of sub-
stantial improvement during the next decade. "The specialized lmow]-
edge and experience which some of the memnbars have in specifie fields
of national accounts also had some influenice in guiding the commit-
tee’s choice. This report, it needs to be emphasized, thuos is not &
treatise on the national aceounts. :

§} The review of the nationsl sccounts is better regarded as a
continnous, or st least a periodic, rather than a ope-time nifair. The
requirements of the different groups of vsers as well as the 0sai¥:-i]i:ﬁ
of tapping new sources of data change with sufficient rapidity to ¢
for some arrangement which will insure that the actnal form and
content of the accoumts is et all times suficiently responsive to the
needs of the nsers and is making full use of the potentialities of the
data, Continuons review is also indicated by the unavoidable menop-
oly pogition which the Federal Government has acquired in the fiel?

national accounting as the sui(:i];e;t has become too large for the
sporadic eforts of individual stndents or ezomomic research organi-
zations, - '

{%) Although it is making & large number of soggestions for ex-
tanﬂj:;lg and improving otr national accounts, the committes wants
to state as ciearly and emphatically as possible that these suggestions
are not & reflection on the competence or the diligence of the srgani-
zatiops that have been working in this field, particularly the National
Income Division of the (Mfice of Business Economics in the Depart-
ment of Commerce. The experts in these izations are well
“aware of most of the shorteammngs of tha acoounts, both con-
ceptual and statistics), and woul%ﬂ pm'bail:nl]r support a large propor-
tion of the rmommen&atipns made in this report. The comprehen-
sive paper by George Jaszi on The Conceptual Basis of the Accounts;
A Reexamination 1n volume 22 of the Studies in Income and Wealth
hag been sxtremely halpful to the committes in its consideration of
the problems which we discuss. .
{2} The commiiiee is fully aware that the récommendations it is
will cost monsiﬁ ven the present scope of national ae-
counting worls within Federal Glovernment couid not be main-
taitied for long vnless addifional funds were fortheoming, sinee the
present level of output in this field has been possible only at the cost
of "undermaintenance,” a process which cannot be ¢oniinued indefi-
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nitely. A decision clearly must be reached in the not too distant
futurs by the administration and by the Congress ref%a,rdmg. the im-
ortance of an adﬁmta gystem of national accoynts for Government,
ar _buainmﬁlagri ture, and labor, and for economic research pur-
poses. If the importence end tggtenhn.hhaa of such o system are
anywhers near whai the committes believes them to be after a fairly
ianstive survey of the uses that are or could be mede of the na-
tionnl accounts, & substantial increass in the fands spent on netional
accounting work by the Federal Government is required nnd is full
justified aven under the strietest requirements of economy competibla
with efficieney in Government. As in other fields one gets only what
one fpais for. . : .

If the administration and the Congress want to continue the
process of slow but contimuous reduction in the rescurces devoted
within the Government to nationa] acconnting work, that has taken
place doring the last & yesrs or go, they should faece the faet that it
will be impossible to carry cut any of the mors important improve-
ments in national accounts suggested in this report. Even the

resent scope of the work, which admittedly is not wnsatisfactory,

ag beani made possible only by naglect of repair and maintanance in
tha national incoms and product accounts, and by raliance on funds

rovided by semi-independent agencies (like the Federal Reserve
%mrd], by nonrecurring special defemse projects or hy private re-
search agencies. It is unreasonable to expect that the expansion and
devalopment and particulsrly the integration of ouf system of na-
tional aceconts can be financed in the same way for snother decade.
Unless the alloeation of Faderal funds to the field of national acconni.
ing is considerably stepped up within the next few years there is
seriops danger that the scops of the work will have to be narrowed
considerably or that its quality will deteriorats, and that the United
States will lose the leadarship in this feld which it hag held during
the 1930°% and 1940% amnd is siill holding af the moment. It is the
users of the national income and product accounts and related sta-
tistics in business, labor, agriculturs; and Government whe would
be the primary eufferers from such o development and who would |
suffer from it in terms of less reliable and Jess adeguate data on which
to base their policy decisions than are available now or could he
avallable to them with relatively modest additional aifort and ex-

Croaeren IV, anmm Sraros or Nattoman Accoywrs

_ This vsr{Tb;iuf Teview of the presemt status of national account-
ing in the United Stetes and abreed is intended only as a mesxs of
E;-ondmg roaders not famdiliar with the field with o minimum of

ackground information that should be useful in understanding the
discussion in the chapters that follow. The description is neces-
sarily more detailed for the United States than for foreign countries.

: | 1. UNITED STATES OF AMERICA
The chief characteristic of national accounting work in the United

States, partienlarly in compatison with other countries—a from
the richnees of detail—is decentralization. part
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" First, work on each.of the four main components of 3 system of
national accounts—national income and product, flow-of-funds state-
ments, input-output tables, and national balance sheet—is done by dif-
ferent organizations. ~ Since their inception as Government m
the national income snd products acconnis have been in the hands of
the Office of Business Economics of the Department of Commerce;
the flow-of-funds statements have beon compiled by the Board. of
Governors of the Faders]l Reserve System; and input-output tables
have been prepared hy the Bureau of Labor Statigtics and soma de-
fengs agencies® No systematic work on balance sheets has as yet been
dene in the Government. S I )

Secondly, the National Income Division of the Office of Busi-
nesy Economics in the Deparément of Commeres, which iz in charge
oiosmpnring the nati income and product acconnts, dogs not
produce or control eny of the primary statistics that go into the
estimates. The Division is rather in the position of a mosaic worker
who puts together the picture which he has concelived with the help
of those stones whish he can sacure from other workmen that mest
nearly fit his intentions in shape and color. ‘The position of the
Board of Governors of the Federal Reserve System and of the Ba-
rean of Labor Statistics in preparing flow-of-funds statements and
input-output statements i3 quite similar, also assemmble ma-
tarials most of which thay do not collect or control.

(@) Nativnad income and product Goovuads '

- The history of national income statistics in the United States, so
far as it is relevant here, begins with the estimates made by the De-
partment of Commercs, in eooperption with the Natfional Buisan
of Economic Research, under the direction of Simon Kunenets, pur-
suant to & Senata resolution passed, rather significantly, in 1932, at
the depth of the great depression. The resulting report, entiiled
“Nationnl Income 1923-32.” was published early i 1934 and was
continned 2 years Jater by iﬂ'ationa Income 1920-35, which was
pared under the superviston of Robert R. Nathan. For more than
a decade, these two reports provided the framework for our na-
tibnal income estimates—at that time the only companent of the na-
tional economic. acconnts regularly preparad within or outzide the
Government. In view of the large amount of information now avail-
able in this field, it is easy to forget that these reports were Limited
t0 annual egtimates of national incorme—i. e., they entirely omitted
national product—and that they contained estithates only for 8 forms
of income for sach of 12 mam 1ndustrial divisions and generally also
for about 3 dozen subdivisions, . :

All the official national income estimates of the Tnited States have
been prepared by the De t of Commerce, since 1987 in 2 sep-
arste National Income Diviston; but Simon EKuznets continved to
take a leading role in the development of concepts and methods of
analygis even after abandening estimation of cukrent fgures with the
&b leation in 1941 of his fundamental National Income and Tts

mposition 1918-38. Indeed, even today, the structure of the na-

¢ Mych of the work dope oa japut-onfpet tables in thes Dafencs Dapartment in clazsifisd,
mﬂnnlnf work dona for the Department § yearsa wpg,  The tea does Dot sen the
E& guﬁ :ﬁinhmue n%.:muiﬂ“nﬂlumh anme%:m{m;ndm&awm done %u mracui .

gf Enformautipn, cymmiftee haz ndg [aput-on = I3
Dafenpe Duparement within the porview of the comtlthes’s acHvitiea, o
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tional income and product accounts, notwithstanding the very im-
portant changes made in the original design, still bear the imprint
of Simon Kwnznets' picnee work, Their develo t was con-
giderably. assisted by the professional discussion ot the annual meat-
ings of the Conference on Research i Income and Wealth, which
started in 1936 and are still being continued.® B _

The accounts as we know them today. developed in the Department
of Commerce under the direction of Milton Gilbert, George Jaszi,
Edward ¥'. Denison, and Charles F. Schwartz. During World ‘War
II, the ariginal national income accounts were expw and sub-
stnntialdpmgrfss was Inkda t‘m;ard the develo m]e:-ut of & com Eﬁhﬁ:]'.ly-
give and interlocking system of accounts, until they appro airly
closely the form in which they have bean presented gince 1047, Even
bafors this major refoxm, several additions had bean made by the Na-

. tional Yneorne Division to the rather suminary estimates of rational
income available in published form since 1% A monthly series of
personal income payments was initiated in 1038, runming back to
1029; State income estimates were published be in, 18395 quar-
terly estimates were started in 142, soing back to 15594 and gross na-
tional product estimates wers also a during World- Wer IL. -

The siructure of the national income and product and related ac-
eounts introduced by the 1947 reform—all of which was carried back
to 1929 on an annival basis and to 1980 on & 31&11;&1‘]5? basiz—is tha ons
atill in force and eonstituies the basis of mueh of the d2cussion in this
report. The most importsnt chenges and additions made in econnec-
tion with the 1947 f?m Eﬁlcﬁlfhﬁdﬁ recasting ::gl the estimates
inte an accounti ame, whi e¥ did not previcusly possess; ex-
pansion of the esngmbas to cover hoth nnﬁonmmme and pra&uct,
with o vast amount of deteil anboth sides of the aceounts ; and the 5;11’3-
lication of data for a considerably larger number of industrial divi-

. sions and by legal form of organization. The entire system was first
dageribed in detail, along with the sources of data and & summary of
the methodelogy, m Naticnal Income, 1951 edition, and a s}i;ﬁtl}r
enlarged version was published 3 years later in National Income, 1954
edition. This Iatter volume is skill the most comprehensive statement
published in any country on the conceptual and statistical foundation
of the officinl national income and prodoet estimates, - s

Although the basic structure of the acconnts has not changed, sev-
erz] additions to the information regularly published by the ﬁntmnal
Inceme Division have been made smee 1947, Perhaps the most im-
portant of these are: deflated annual national product, by major
eategories .of turas, first published in 19515 a complete revi-
gion, Teleased in 1954, of the State incoma estimgtes and 2 recasting of

" the estimates in terms of the personal income eoncept nsed in the na-
tiotial aceounts; and distributions of personal income by income-size
elasses, first published in 1952,

Though ¢ oan be no dorht about the trend in scope and quality
of our national income and product aceounts, occasional setbacks have
not been missing. Instances of retrogression sre fortunately rare,
and these are dus entirely to ths fact that the underlying statistics
have deteriorated in some respects. For example, it has neces-

1 Bew Btodier 1o 1 A Wanlth, . 1, g
Nairee BA uu&nmml:n NI_:LIHS'.rh.nz.tnm,pnw;hedwlm
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sary to abandon the classification of expenditures on producer durables
by type. Omn balanes, however, thers 1z no question thai the coverage
Zreatly enlarged since they Wes mariAl & QUATIER of & tontmty, Agor
AT sines they were a fguarter, of & centory apo;
and that there has beer a considerable improvement in the m]iabiﬁ?y_
of the figures pebliched. : :
(&) Flow-of-funds statemients : o
Morris Copeland’s pioneering work 7 provided anros! flow-of-funds
statements for the years 19 The Federal Reserve Board’s basic
docoment ¢ contpins detailed annusl estimates for 1939-53. These
figures differ sufficiently from Copeland’s estimates to prevent their
bﬂ:]l;ag used jointly without m adjustments. . Somewhat less de-
tailed annual ﬁ%-ures' for 13-66, showing liowever all essential mag-
nitndes for the 10 main sectors,” bave been published in the April 1957,
iszue of the Federal Reserve Bulletin, The detailed tebles, comparable
to those in Flow-of-Fundes in the Tnited States 1989-53 will be avail-
able im mimeographed form so that analysts will have at their digposal
o detailed continuous set of fi covering o period of 17 years. .
In recent years simplified -of-funds statements, mostly limited
to the main types of financial transections, have been grapnmd by
financial anal interested in current figures and term fore-
casts of fund Hows, since no Federal Reserve Board figures extending
beyond 1958 were available until recently. Thess statements often
provide semisnnual snd even quarterly estimates. The sigtement
Eer:c early each year by the Bankers Trust Co. is probably the
known of these simphfied statements of finanecial fund .
The most ambitious of the unofficial projects in this field is the quair-
torly statement of flow of funds 1'.]::1-c:-u%l the capital markets for the
ears 195255 which has boen prepared by the National Bureau of
%conomie Research ae part of its Fostwar Capital Markets Study
and which iz to be published, st Jeast in sammary form, some
{0} Bealence -of-payments tablogt
- Offieial »* statements of payments and receipts between the United
Statea and foreign countries, eovering trade in commaoditics as wall
as all other types of intarnations] transactions, have been published
on an annuel basis since 1922 and have increased in detail and relia-
bili hal.: tims went otn..h B%artﬁﬂ%lstmﬁts have buen.f publicly
ava beginming with 1 ntil 1946 only aggregates for trans-
actions between the Tnited States and all foreign countries togs '
were published.** In recént yesrs a detailed breakdown has bem

¥ A Htady of Mooeyfiowa in the Taltsd 'Bht 1008,
:W’“‘“m'“ (i Tnliod State 1008 8 Pecomter 1968, ot Puderat
X ° [1] (g1 ]
G&m:ugﬁut: pod h& poverament; b [ B h:ﬂmmeﬁ.hﬂr invsators, cadk of
w4y
bl a4 dspeription of thie project see S4th Annoal Report of NBER . G407 Eod
37th amlllu‘;.l Repork T 14-39, nod srticde by M. Mendrlson in Jowrzal of E‘gnn.nu. 1867,

4 Althooek the committes d1d no gardammﬁewtugruth lanee-of-okyments platizt
Telling ?u pirHew, the 11y ndad' re o ' -

T ] within 1is omEary Ib e kv rompiats the pavi
of 211 pegments of the patlonzi asconnts, " d
BOF parHer obo alatements mention chowld be mades at Yeact of The Balanes of
by tem for the Tear 1020 With a Statamant of the

Interastional Dayments of the Hpited St
Avgromhte HalAnee Tute. h}m-dﬁmm BE, 190, by . H. Willluea in the Heview of

_Emm]nﬁ‘gtlluu,w v 1023, which may be regardsd as the phensoivg effort 1 thin

. : .
N Datk <k to 1040 wers bowerer relsansd in 1047 tn Intaraationn! Trangie
Hoon of thh&rﬂnl taten During the War, )
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resented. separately for 10 countries or regions. Both the annual
I:nd the quarterly balance-of-payments tables are now being ]iauh]mhad
Whhﬂmyﬁ&mﬂBmm—ﬁrump in the
issue of March 1957+ All official balance.of-payments tablas are
pre by the Balance of Paymenis Division of the Depariment
of Commerce ‘which utilizes, in addition to date specifically collecied
by the Divigion, foreign-irade stafistics and other dats other

‘ederal agencies. Discussioni of the balance.of-payments tables in
thiz report ir restricted to the prohlem of integration with the cther
segments of the national economic accounts, particularly the foreign
trade and payments account in chapters ¥V and VII, section £ ,

{d} Input-ouiput tables

Input-output research iz 1 meweomer in the family of national
economic account tabulations. Tt started omly about two decades
ago with the theoretical and experimental work of Wassily Leontief;
found its first Iarge-scale application in the ration of the 1047
input-output table by the Burean of Labor Statistics; and has been
recently adopted in & nunber of foreign comntries, This segment of
national acconnting work is discussed in chapter XTTT.
{2} National balonce sheats

In the eacly sttempts at developi tes intended to reflact
the economis sitnation, well-being :1]1% otential of a eoumntry, about
aqual attention was devoted to mationa] ineome and fistional wealth
estimates. In recent decndes work has been virtually limited, at
least in official statistics, to national income snd its development into
a w of national sconomic accounta.

¥ recently a parallel devﬂlut&mﬂ_ntihas te%gﬂe‘i;ith respect to

national wealth. Recognition of limited uze of an zggre-
gate national wealth estimate led to e iz on the breakdown and
compostion of national wealth rather than on the fotai, It wasz par-
ti Iy the work of Raymond Goldsmith which developed from this
staxting point the notion of a natiopal balance sheet as an integral
part of a system of national economic accounting. 't

2. OUTEINE THR UNITED STATHS

Tha development, of national accounting outside the United States
recaived a decisive impetns from thres forees: the obvions ueefalness
of the approach in inistering = war economy; ite adaptability to
aggregative, particularly Keynesian, ecomomics whick acguired in-
creasing influence anong economists in the 1940°s; and the example of
the United Stetes. Britain, largely under Lord Eeynes’ direct guid-
aﬁ,bemmu the first conntry to publizh a sst of national incoms and
product acecunts in modern —this happened in the White Paper
of 1P4l—and to allocate to the fi an important role in shaping
economic and monetary policy, both during the war and in the transi-
tion to the peacofime economy. : _

M A delalled Gegeription of o » iy a ross of balansepl-
tables, ﬁﬂ:ﬁ In still essentinlly valid, may ba Tound In, Ealande of %“mmm of A re]
N " . .
- % Bon hig p Massuring Wationsl Wealth 1o & Exstem of Soclal Acronntn
lv Income an?%mih. Vol 13 pt. I, acional Buzean of Beousmie Reaeavtis Tpon. aoe
natonl sgtimates i hin Am of Swvingy In the United States, vol TIL 1968, azd in
Tth Anoas] Beport of the N Butang of Boopombe Eeveareh, Ine., (he Intter of wisleh
repyHlided In appendlx G,
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The international spread of ar nationgzl incomes and produet
eatimntos in the decade after World ‘War IT was phenomenal. Tt is
doubiful whether sany equally important statistical innovation ever
gained ground as rapidly on sn interngtionsl scale. The movement
wes ersted, and to some exient gmded,mlx international organi-
zations, particulerly the United Nations 'its regional commis-
sions (Ecopomic Commissions for Europe, Latin America, and the
Far, East, §and the Organizetion for European Economic Coopera-
tion)which induced members to adopt a system of nationial ‘accounts;
to. extent standardized the system and thus facilitated itz adop-
tion; m}d ]—Ea] ed: 1;0 %tmdum it in m];iuntrfms shor[:-uf-indi] nous ex-
peris. itiona) influences, possibly of a2 more fangible natore,
were the facts that national income and product and other figures
from the national accounts were used for operating decisions ﬁ some
international organizations; for ingtanecs in 4 TR p
dues for the United Nations; and that i played a role in infinenc-
ing the diregtion and size of internati aid and loan programs.

As & result by 1958 about 60 countiies were regulmly preparing
eatimates of national ingome and product ® compered to only about
2 dozen conntries who did =0 10 years earlier and only a handgu.l who
mgi'uﬁnrly published similar estimates befora 1940, :

. -The choracteriztic features of the more advanced foreign national

accounting systems, primarily of those nsed within the British Com-
monweaith snd by countries in the Ummmtiﬂn for Europesn Eco-
nomie Guo]gera,tion, are vigible from the ‘comparative table given in
appendix 1 which was prepared for the comrnittes’s use by the Sta-
tistical Office ﬂff: the United Hati'utﬂs. tI}E may- thevefore sulice. to
compare these forsign gystems, without havipg any specific one in
mind, with the nationel incoms and product acconnts of the United
Statee with respect to the concepiusl structure, the administrative
organizaiion, the detail published, and the quality of the estimates.

_As far as the conceptual structure of the system goes sevaral foreign
countries seem to have drawn ahead of the United S at least
if the develapment of an integrated system of nafional income and
prodoet snd moneyflow aecounts with suebstantial institutional see-
toring is regarded as o step forward. Such a system is now in exist-
ence, or in active preparation, at least in Norway, Denmark, the
Netherlanda, Franee, (fermany, and Cansda. It is fair do add, how-
ever, that in seversl cases the figures are still very rough, possibly
mugxher than would he regarded a5 aceeptable in this country. There
is no doubt that a number of countries are shend of the Unitad States
in having & capital acconnt for each sector, including the Govern-
ment. ' :

It is probably in administrative organization that national ineome
work abroad differs most pronowncedly from that in the United States,
partly because most foreign countries have a_centralized statistical
sysbem under which most basic statistics sre collected by one Govern-
ment office. In Canada for example, the central office is the Dominion
Bureau of Statistics. As a resnlt of this administrative centraliza-
tiom of statistics, not only are national imcome and product accounts
and balance of payment statements dene under the same roof as flow-

M Thlg is the nomber of pountrlen for whith sureent cutimates of nAHooal income im
1954 pi 16855 ars showi jn Tnicsd Nadons, Skatlatiosl Papers H-10 {April 1087 and dosk
ot include the U, 5. 8. &. and 1iz aatellites,
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of-funds statements and input-outpot tables—wherever such docu-
ments are prepared, but the organization which assembles the na-
tiomal income and vet egtimates also bhas control over most of the
primary data whi go into these egtimates. In such a gitmation it
18 obviously much easier to cast the primary dats into & form suited
to the national acconnts, than when the recasting has to' be done by
an md&g’endmt organization even where there exislz a cooxdinating
%glfi?cy, Yike the Office of Statistical Standasrds of the Bureau of the

. The national accoumts of the United: Staies provide considerably
mote Jdetail with réspect to industrial divisions and to commodities
than those of any other eonniry. On'this point the United States is
ﬂlgim well ‘ahead, reflecting its more developed system of primary

GE. . . .

- It is exbremely diffienlt to compare the quality of the national sc-
consits in différent eountries; Statisticnl e who are famihiar at
Birst hand with the nationsl accoants both of the United States and a
number of foreign countries, have however no hesifation i rating
thaquam of the American estimates very high and in ssserting that
their quality is above thai as yet attained in sny -forann country.
Those members of this committes who have had personal experience
with the national accounts of foreign countries are inclined to agres
with this evaluation. - . 7

#. CREANIZATION OF WATIONAL ACCOUNTING WOBE WITHIN THRE I'EDE[RAL
: QOVERNMENT

An the directive guiding the Committes's operation did not include
the izational and stministrative aspects of national accouniing
in the United States, the Committes has only a fow su ions to
offer which have come ttp in connection with other facets of its study.
All these ions ¢ould be implemented immediately or in the
very near fugnre, and the first one is in the Commiitee's opinion of
eracial importance for the development of natione]l accounting work
in the Tnited States. - _ : : "
{a) Enlargement of Nutional Inoome Diviston ,

The National Income Division should be considerably enlarged, both
at the professional and clerical level. Increases in the stell of the
National Incoma Division are essentinl and urgent and wa shall revert
to this point repeatedly throughout the report.

(b)) Besearch Ssotion within National Income Division -

Within the National Income Division a small research section
ghould ba set wp that can dsvole itself o the longer range problem of
national accounting. The commities is impressed by the faet that
Simon Kuznets, who was rggonsible for the first offieie] national
income estimates in the United States and probably has contributed
more to the development of this fizld than anybody else, regards this
et the most important recommendation with respect to the organiza-
tiom of natio income work. In a memorandum submit to tha
committes, he argued that; “The need for a research unit within the
National Income Division, as w group of u]]:p:upla whe would be well
varsed in the field and yet free from £omp jion and respongibility of
continuous Teporting, seems acute. * ¥ * The research unit must ba
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ek up in sueh & way thaf it has access to all the informstion, and can
acquire experience parthipaﬁnﬁ in the labora of estimation, and
yet be free to experiment on s own. L ’ :
(0) Linizon betwaen National Income Division and Flow-of-Funds
Bection of Fedaral Zeseroe Board ' o

. -Continuous lizison should be established between. the National Tn-
come Division and the Flow-of-Funds Section of the Federal Reserve
Board. Thereis substantial informal contact betweein the two
divisions, but it should ngthened and formalized. In particu-
lar, arrangements should be w. out nnder which the data on flows
of current income and product nsed in the Fadersl Reserve Board's -
flow-of-Tunds staternents are prepared by the National Tneome Divi-
gion. It may not alwa.{ﬁebe to use in the low-of-funds system
a8 Bow ot up exactly the same %uma which appear in the national
income and product aceounts. t if two sefs of estimates for the
same, or closaly ralated itami.hglmtmaﬁsthauaumufm s} dif-
ferences in the two systeras, the figures should be prepared by one set
of estimators, preferably the one which has more detailed and con-
tinuous experience in the field. :

{8} Administrattve ovordination

The three recommendations just mede ave for immediate imple-
mentation. Thers existe, however, in this field a more basic prob-
lem—that of adniinistrative coordination and integxation of work on
the national economic accounta.  This problem is one the sati
solution of which will take much fime and requires much more thor-
ongh study than the committes has been able to give it. Nevertheless
it 15 of su,c}; importance for the ]un%:arm development of the pational
mummmunta thet it cannot be altogether igmored in & report
snch azthiz. -

The eormumittes has little doubt that as far as collection of basic sta-
tistical data is involved, decentralization is here to stay. This means
that, as before, the national economic accounts will have to be built up

- trom primary stetistical data which are collected by numerons inde-
pendent agebeies, to name only the more important onmes ‘without
attempt at ranking: the Burean of the Cereng; the Interna} Revenna
Service; the Buresu of Labor 3tatistics; the Department of Agricul-
ture; the Federal Reserve Board ; the Federal Trade Commission ; the
Securities and Exchangs Commirsion ; and the Department of Health,
Edueation, and Welfare. The problem of infleencing the collection
of these basic statistics s0 as to mseke then fit as well az possible into
the of national economic accounds will thus continue to be with
us. eed it will bmu‘lim n'.&:ra scute as the scope of national eco-
nomig accounting expande and as its acturacy requirements are given
increasing sttention. Omn this point the committes has no ions
to offer sinee it is not called wpon nor qualified to deal with the prob-
lem of coordination of statistics within the United Stetes Government.
The coramittes belleves that the Office of Statistical Standexds of the
Burean of the Budget shonld use to the full its statutory suthority in
inducing the agencies t}:I?_um:n-lfl'um:in the primary statisties weed in pa- .
tional economic accounting Lo account in thair plans of the needs
of the integrated system proposed in this report. .
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. It iz essential that at the summary level a single integrated system
of economic accounta be published at regular mturvaﬂain a single
publimtilglﬂ. I:EZI. order tu-ac-.hie&ra l‘%l&, it is tLr:commanded that the
ongibility for preparing and pun ]Jsluﬁ ing the & integrated
;ﬁ:tpnnal aconomie actounts be concentrated 1n one within the
Federal Government. In tion of the various segments of the
national economic accounts should not be allowed to restrict the activ-
ity of thoze growps working with the detailed information and thug
hindar the evolution of these individual segments. It is ,
that changes must take place if there is to be improvement, and these
- changes may from time to time impair the comparability among the

The committes i= nok concerned with the administrative arrange-
mexts which such a process of concentration requires. Nor is it Inter-
ested in the specific location of national accownting work within the
Federal Government, or in the question how independent the desig-
nated organization gught to be from de ental suparvision. The
cominittes believes that it is important that competent staff seonomists
and ﬂt&thahzmg in national economie anconnting be elose
to the malers advisers on economic policy—such as the Conneil
of Economic Advisers, the Joint Economic Committes, the Federal
Reserve Board and the Treasiory Department. The specialists should
setve as a link betwoen the group ‘Lgi'fomhlﬂ for the overall national
economie accounts snd those who will use them in the formulation of
aconomie and fiscal policies. - : :

The commities, , does not it a3 either n - or
feasible to indicate in defail exactly where the responsibility of the
caordinating ¢y ends, e. g, which of the estimates in the detailed
accounts should actnally be made by the coordinating agency itself
and which it should only saperviess or advise upon. Aguin s statement
of the general principle that should ap].l):lljr must sefiice.  On the most
general level the murdmatinﬁ agency should not only set the frange-
work and lay down the rules, but showld sctually prepors the estimates
in tha summary tables by itself in close ecooperation with other special-
i cies. The talles outlined in appendix A and B give 8 fairly
gnod ides of the field covered by this recommendation. o detailed

shoration of the segments of the natiopal economic aceounts other
than the income and product seconnts might, however, be laft to spe-
eialized etatistical apencies. Thisa ]i.lias primarily to flow-of-funds
statements, input-owtput tables and balances of nterngtionsl pay-
ments, There the ¢oordinating agency may limit itself to insuring
that the more detailed statistics fit eonceptually and qmantitatively
into the in ted overall frameworlk. ' ' '

It is nswally easier to make the appropriate administrative decisions
when the work to be allocated has not yet hesn appmpria,tadwhy an
existing organization and vested interests are as yet weak. Within
the ﬁgﬁ of national economic aceounts this is the case only for national
balance sheets. If b',y the time they become a repular feature of the
Federal Government’s work on the national accounts, the national
incorna and product accounts and the fiow-of-funds statements are in
the hands of the same organization ne problem will ariss, Meanwhile
thers is, it seems to the commitiss, a natural division of responsibility,
which would make begt usa of the specialized knowledge snd contacts

451877 O—db——t
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of the different Federal agencies now involved in national economic
accounting: Tangible assels would be handlad IJ;{ the aganc{-‘; e]:mrﬁ
of putting together the national income and produet sccounts (now t
National Income Division), while intangible assets and habilities
would be tha responsibility ef the agency prepuingfihea_ flow-of-funds
statements (now the Federai Reserve Board). separation of
work on one relatively small seckor, agriculture, does not have muoch to
recommend itsalf in principle, but is probably unavoidable a5'a practi-.
cal matter and is not Jikely to lead to serious probleme of infegration.

Crarrsi V. Opogciives or Nazroxaw Booose Accounts axp TEER -
Dyrraicarrone For THE (GEwERsr Fonm 0F THE -ACCOUNTS,

i, GURRENT FORMS OF NATIONAL ECOONOMEQ ACCOUNTS .

-The term “national ecomomic accounts” is currently mused to
refer to a number of bodies of systematically arr t:ﬁ atiztical data
which have ag their focus the economic activities taking place within a
nation. Thare are at present five such bodies of date, treating differ-
ent aspects of the Nation’s economic activity. These are the national
income angd prodoct accounis, the input-output table, the flow-of-
gﬂ_m‘]s statements, the balance of payments, and the national balance

sots. o :
{a) ¥Fational income and product ascounts : S

National income and produet accounts are concerned; as the name
implies, with income and product transactions, = They are desi
ta show in.monetary texms the cuwrrent produckive activity of the
eeonowny, distinguishing the current income and outlay associated
with specific kindg of economic activities: prodwetion, eonsumption,
and investmment. They thus consolidate by economic activities the sort
of information contained in the profii and léss sccounts of enterprises
andthabudgatsofwmumerﬂmdpguvarmgnt. R
(5) Input-output tables e

" Input-outpat tables are alee concerned with the currant productive
activity of the economy, bot they focus on interindustry relationships,
rather than on income and product iransactions. Input-ontput tables,
which are asnally arranged, in the form of a squars from-whom fo-
whom tebulation, ity industries according to the nature of the
processing activities in which they en Information iz provided
on the inputs from other industries and sectors that are utilized by
each industry, and on the utilization of the output of each industry in
other industzries and sectors. LT
(0) Flow-of -funds statemenis . oo , R

Flow-of-funds statements cover all money smd credit ‘transactions
in the economy; they thus deal with financial as well aa fhedme and
roduct txansactions. They provide information on the ‘extension of -
nk credit, the purchase of securities, snd other changes in the assets
and lsbilities of the different sectors of the economy, ag well as on the
payments and receipts of income. In contrast with input-output

¥4 more detelled discesmlon of fow-gffuynds statemen WMt' tubw
nedcnal balazee eb¢ta will e foond [0 che XAT o Z1V. pieent of B
inpiene and prodeet pecogotne haa akready been akeiched 1o ch IV.
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tables, fow-of-tunds st&tammta_djﬁi; the: economy into:institutional
gactors—corporations, unincor enberprises, -banks, insurance
companies, and so urth—m&fr? than into processing industries.
Flow-of-funds statements thus are intended to show the financial trans-
actions of varions groups in the aconomy, rather than the physical
transformation relationships. S '

{d) Balance-of payments tables '

Balancs-of-payments tables ambraca on the one hand the interna-
tional trade statistics, classified bt{lmun “of origin and destination
and by commodity, and on' the other hand foreign financial transac-
tiens. The classification of commodities temds o be a cross between -
the industrial breakdown used by input-mut tables and the end use
braakdown adopted in national -income duct accounting. Tn
treating financial transactions, however, the classification system of the
balance of payments bears a strong resemblance to that of flow-of-
(&) Narional bulanoe sheets - ,

National balanca sheets show the assots and liabilities of differemt:
sectors of the economy. They are closely related to flow-of-funds
statements, except that they deal with stocks rather than flows. They
are concerned with both the tangible and intangible assets of the econ-
omy and the liabilities and equities axising therefrom. National bal-
ance sheets ordinarily deal with the same Institutional'sectors as flow-
of-fymds statements, since these are the sectors that hold financial
assets and linbilities. . In addition they must scmetimes alss deal with
the stocks of E'lant and aquipment with inventories of the variona
prosessing industries distingmizhed in input-output tables, -

2. NATIONAL ECONOMIGC AOCOUNTS AND THE FORMULATION OF ECONOMIG
' FOLICY

National economie aceounts are wseful in the formulation of eoco-
nomic policy primarily because they constitute s systematic record
of basic information about economie activity, presentsd in such a
manner that it iz usable for carrying out meaningful econcmic analy-
sis, This of course does not mean that there are specific formulag
that can be applied to the national income accounis to yield solufions
te all economic problems, The situation is more nearly analegous
to the use of accounting by the typical husiness firm. Accounis are
necessary for the intelligent operation of o business firm; unless o
mamaﬂr knows abont the costs, sales, and fingncial condition of his
firm, he is in no position to put well-designed policies into effect. But
an adequate set of accounts does not b\‘il guarantee the success
of the firin; there are no magic rules the manager can apply to his
sceonnfs to solve all the problems ha faces. For policies of the firm
to meet with success, they must be based on-an intelligent appreciation
of what bas haﬁpm&d in the past as recorded in gﬁ: accounts, but
they must alse have behind them the creative ability and judgment .
of the policymalers. In.similar manner, tha amslysis n:f] national
economie aeeounts and of projactions based on them is necemsary for
the formulation of su economic policies, but the acconnts are

not the only ingredient required.
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There are threa principal types of questions sbout overall economie
policies for which the nationamonomw aceounts are wseful. (1) Is
‘the poliey which is being econsidered capable of being achieved in
tarms of the availability of resources? (2) How doas the policy affect
the operation of the economy in terms of prices, output, and employ-
ment?  {3) What is the net effect of the policy in quantitative terma?
Each of these types of questions will be examinad briefly.
(@) Econemis policy and the avaiability-of resources

Perhape the majority of economic policies are partial, in the sense
that thepﬂdﬁal-l:ft!h anly 1 sector or {mi].\lldustry in the economy, and
jmplicitly assume that the rest of the econcomy will awtomatically
adjust to chn.nfee in that gector. An sdequate evaluation of the nes-

nese of such a Lmlicy? however, requires some idea of the exient

of the adjustment that will have to be made in the rest of the economy.
For this reason one test of a partial economic poh? ia the examina-
tion of how it fits into the framework of nvailable resources, It
might seem that slmost any policy. that advocates increased output
somewhers in the economy is basically s dgond licy, since 4n in.
ereased supply of goods end services is & asira.lﬁa goal. Buot when
the problem 16 considered in the context of the peotentizlly usable
resources in the econoruy, it i apparent that advocating an increase
ie one particular ind is equavalent to declaring that it will be
‘more beneficial to use additional resowrces in this ndustry than in
any other. In other words, such an economic policy, either conseions-
ly or unconsciously, invelves a decision abeut which use of resources
among all possibla uses is preferabls, a gueet.l.on which cen be answered
only after s gtandard lﬁ’r:ierme 89 been agreed upon. For a
valid defenss of a icular policy it would be necessary to show
what resources would be needed to carry it out, from what part of
the econemy such resources could be obtained, and why this particu-
lar use would be more preferable to alternative uses of these same
resonrees in other indusiries. The national economic accounts ave
probably the best tool yet developed to asgist in answering these
fuastions.
{5} Economic polioy and the operation of the eoonomy -

Economie policies that are well within the capabilities of an econ-
omy in terme of resource allocation can still have wifavorable effects
npon the operation of the economy. - For instance, badly designed aco-
nomic policies con vesult in serious inflation or defletion. For this
ragson 1t ia necessary to give careful consideration to the relation of
any proposed policy to the acual functioning of the different sectors
of the economy, for example, its effect on consnmer income and con.
gumer expenditures, on tax receipis, on the manner in which the in-
centive t¢ invest may be affected, and even on the credit structure of
the economy. The framework of national aconomic accotmts is cap-
able of maling explicit many of the economic interrelations and offects
}nmlved, and 18 therefore & valuable tool for the analysis of such prob-
(8} Economic policy and ite quantitative effact L

The final ¢uestion that must be considered is that of the actusl re-
gults s» economic policy can be expecied to achieve, in térms of the
goals of the society., National economie accounts ohviously can never
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-give o complete answer to this question. The welfare of individuals
caniot be measured in terms of a few summary statistics. Thers are
many norquantitative i iente—such as working conditions, free-
dom of opportunity, and the moral and political temper of the coun-
try. But the information in the nati economic accounts cap and
does shed light, in considerable detail and in systematic form, on what
is happening to the outpat of the economy. This information, even
though it is Ey no mesns & complete bagis for evaluating any policy, is
much needed oz 2 of the rmance of the economy..
mu]pohaymmthaa voeated solely on the d that its expoctod
sult would be beneficial. - The result must be shown to be quantita-
tively great emough to warrani the risks involved. No action requir-
ing-an esthnate of the future is entirely without risk. Pusinessmen
are constantly fmced with the prpblem of choosing hetween those
Ticiea which have an exeeltent Esg»ectofmalﬁnga small gain and
E%& policies which involve greater risk but also & possibility of coz-
respondingly Jarger gain. icies which have a ]“53 @ of risk
‘attached to o small possible are naburally excluded from any
reasonabla consideration. In like manper, the expected results of an
economie palicy need to be estimated in quantitative terms in order
thai, the possibality of gain may be weighed against the risk and cost
of failure. The nationel economic accounts agein are a device that
ean provide some of the basic information needed to make decisions of
.this intelligently. ; s
(&) The we of nationel coonomic gecounds by business and labor
Both business and labor organizations also make considerable use of
national economic accounts information as an aid in decision i
There iz considsrable parallelizm between the uses of national eco-
nomie: accoants in relation to economic policy described abové and
the uses of thiz information by bnsiness and labor organizations for
shaping their own individual policies, bui there are two marked dif-
ferences in point of view.  First, individuel business and lebor orgeni-
zations are rarely large enough to nead to¥ake into account the reper.
cussiong which their particnlar activities will have on the aconom
as & whole; they -are therefore primarily interested in the nation
economic accounts as a d&Eﬁ]ﬁJlﬁﬂﬂ of the economic environment within
which they operate. Second, the seope of the problam for which the
national economic scconnting information is nsed differs. Problems
of economic poliey vsualty require a rather broad perspeetive showing
how different groups in the economy are benefited or harmed, and what
nét result can be expected from an overall social point of view. But
in the usa of national economic accounts hy buminess and labor, the
focus is apt to be much narrower; attention is directed io the effedt
. of a given setion on markets, profits, or the returm to [abor within the
cular economic unit. . .
National income atcounting haa come o be ons of the major tools
of the economistz of businees and labor organizations in describing
the economic envirorraent. The quarterly tables of nationsl ineome
data and the monthly series on parsonal income are particularly wseful
in this connection. These data provide a comprehensive yecord of
what is taking place in the economy, snd on the basis of thia record
it is possible fo explore the implications of ourrent developments n
the economy as a whola for the foture operation of the business or
labor arganization concerned. : '
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The narrower nses of.the national economic accounts data by busi-
ness and Yabor organizations are ususlly concerned with the enalyxis
of. the demand-f%r the products of their industry. Although the.
information in the nationa] economie accounts iz generally not suf-
ficiemtly detailed to be used in direet demand acalysis for e specific

roduct, it doss depict the development of demand and supply for
Em@d-mt-e rieg of goods and services. - Such. infoymuation ean serve
as o weeful frame of reference for specific demand- analysiz. = Kven
where the industry has more detailed information concerning its own
dem]?mimt, the data on competitive or complementary - industries.
contribute to-a better understanding of the factors operating on de-
mand. The data on eapitsl expenditures in various industries are
not only useful for the capital goods industries themselves; they show
where ‘expansion or technological change is ocourring.- When the
information in the naticnal income and ‘product account is tied into
balancs of trade data; it becomes possible for the analysiz of demand
to take foreign markets into account. The inventory data give in-
formation on the relationship between current production and sales,
and indicate the supply of goods of various kKinds that the economy
has on hand to satisfy demand in the following period. ..

Feor both the broader and narrower pu buszinesz and labor
econontists, like- other economists: ints in -evaluating economic
-policy, often make use of forecasts of the future and projections based
on varying sets of assumptions. For inslance, business or labor deei-
sion making frequently involves forecasis of preductivily chan
not only in the Immediste industry but aleo in related indwstries,
The national scomomic aceountz provide one of the frameworks for
such projections, a_framework which is particularly valuable because
it is integrnted and articulated and hience to some extent prevents the
estimator from making errors due to. myopia. Decision making gen-
rally operates within s context where some aloments must EES
samed—for instance, rules rding the deprecistion thet may be
cha for tax Rurpcma, or the level of corporate taxes, If iesa
are changed, the decisions %ha.t businessmen would make would often
be changed. Similarly, a sudden increase or decreass in the level of
defanse expenditures, or tha restriction of building thruu(fh a tight
money policy, would have rglfﬁmﬁssiuna that business and Iabor or-
ganizations must eveluats, @ national economic accounts provide
a framawork for making alternative projections under a varisty of
agsemptions about conditions in the future. They thns enable busi-
ness and labor to judge in the face of uncertainty whether their pol-
1cies will be satiafactory, not for just ons sat of cireumstances, but for
a variely of different possibilities. ' '

To date, business and labor sconomists have made more extensive
uge of the natiomal incorne and product data then of other segmenta
- of the natiomal economic meeounts. There is & growing interest in
gome of the larger business groups, however, in the unse of input-
output tables for the analysis of long-term interindustry relationshi
for investzent purposes. Dusinesses engnged in internationial trag
ofter make extensive use of the balance-of-paymient data. There has
been 23 yet little opportunity for business and labor economints to
. accumulate much Bxlix'lmua with flow-of-funds statemeniz snd na-

tional balance sheets, but banks, insursnce companies, and other finan.
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eial institutions are showing considerabls interest in the information
these branches of natisnal economic accounting provida,

3. THE PRESENT SYSVEM OF NATTONAL INCOME AND PRODTUCT ACCOTNTS
N THE UKITED STATES

The national income and product accounts are at present the most
widely used general purpose form of natienal eronomic accoimiing
sz hag alrendy been indieated above. MNational balance sheets are
similar in character. On the nther hand the input-cutput table, the
flow-of-funds statemnents, and the balance of payments, present some-
what more specialized information.

In reviewing tiwe state of the national economic accounts, therefore,
and in making recommendztions for changes, it will be vseful to eval-
vate the present national incomne znd product accounts as the basis

of 3 national,iseerseroed-prvduet taspsthe- asis-o-a-nebional
mnsmieéﬁi)ounting gystem. Such an avaluation will differ consid-
ernably from one which wonld consider the nsefnlness of the figures

shown in the varions segments of the naticoual economic accounts, A
systemn of accounts mnst be judged in terms of its adequacy ns a frame-
work for the dafn and its usetfulness in facilitating the presentation
and understanding of information, Evalpation of the data, howerer,
is a mueh broader problem whish must be couched in terms of the kind
of information provided and its relinhility, quite aside frem tha
general form in which it may be presented. #

{2) Thegeneral farm of the arcounts

The United States system of national income aecounts really has
three facets: (1) The forinal set of aceounts dhat is presented in sum-
mary form annually in talles I to VI of the Survey of Current Bysi-
ness; {2) the annual tables of national incomea and produwct data now
numbered I through 39, which differ considernbiy in form of presen-
tation fromn the formal acconnts; and Fg.‘-&} the quarteriy table of
natignal incomea and product data in the February, , Angnst, and
November issues of the Survey of Current Business,

The formul aceonnts are ¢encerned primarily with the dexivalion of
the income and product originating in institutiensl sectors, rather
than with a system of congolidated accounts for production, con-
Sull‘lEti-’.}n, and investwent. Thus in the present United States system
tha business account (table II} includes the productive serviees of
corporats and noncorporate enterprises, professional workers sueli as
lowyers and doctors, and the hoputed income of owner-cesupied
housing. DBut the productive services of dotestic servants, teachers
in privately endowed institutions, and other ewployees of nonprafic
orgamzations are included in the personal acconnt (table I11}. The
sarvices of (Fovernment employees, sucl: #is ervil servants, poblic school
teachers, and employees of veteruns' hospitals, are shiown in the Gov-
ernmant necounts (table IV), This fragmentation of productive ne-
tivities into essentially institutional sectors impedes ithe usefulness
of the neeounts for eertain aspects of economic analysis. The rest-of-
the-world account (table V) suflers from (he ndded disndvantuge that
it is presented on n net basis, and canmot cusily be reconciled with the
balovce-of-payments account. In conseguence, the formal nccounts
have been very little used for economic analysis, Their major fune-
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tion to date hoas heen ped teal : to show: how the s is.con-

siTucted and to- ide the rationale for it. But they have deficien-

cies even from this point of view, simee, because of the particular

form -of seotoring chosen and the accent laid on the derivation of

agprerates, a large number of quantitatively insignificant items are
wired for formal completeness. ]

"“The more detailed; though less integrated, Arabic-numbered tables
have thus come to be the heart of the United States annual national
mmoome accounting system. The information contained in theso tables
iz more complets, and genierally in a form beiter sdapted for economic
analysis than that confained in the formsal accounts. For instance, the
(Governmeni, receipts and ditares tables {fables 8 and §) present
data in & much more form than do the formal accounts, In
many of the tables, however, & reordering and regrouping would be an
improvemant, clarifying the natire of the different items and reduc-
ing the apt];:.ranm of proliferation of items. Hﬂ'B,l too, the %1‘:5;511*
tation of transactions with the rest of the world would be im-
proved if they appestad on a rather than a net basis.

. The guarterly tahles are mogt recently developed form of
national income and product data. Tt iz interesting to note that in
" these data the classifications tend to follow lines of economic activity

:ﬁmwhab more ¢closely, and meny of the lesa meaningful items are not

Wh

" The National Income Divizion of the Department of Commercs has
Tecognized that a recrganization of the national income and product
aceounts is in order, and its chief has made concrete propossls to this
effect which are summaorized in a]]:&n:lilz E. Gemrufly speeking, the
gystem. toward whick he would to see the national income and
..product accounts move iz some combination of the presenmuﬂarly
gm and some of the basic tables that are now presented in the
national income supplement of the Svrvey of Current Business. -
(&) Valuotion and impuiation : : :

" Begides ths general form of the neconnts, thers is also the question
of whather the present system of valnation and imgutntinn usad by
the Department of Commerce is optimal. The valdation problam
mainly centers around whether items shodld be valued at the prices

gell for in the market, or at what thay cost in terms of pa;

to the factors of production. The problem of imputations artess in
deciding how far one should go in including production and consump-
tion that cccurs outside of market. m 1sm,

speaking, the transactions and assats encompassed in most
forms of economic sccomnts are valued at market prices. This is
especially true of input-output tables and flow-of-funds statements.
i’#tﬁl to the national income and product xceounts, however,
an gliernative method of veluation enterg the picture, factor cost,
which coneepiually is equal to the valoetion at market prices plus
sabsidias less indirect taxes. Both i of valvation are used in the
present. scoounts—the aggregate I “net national product” and
© its distribution by of expenditure are &t market prices, while
that labeled *national income” and its distribution by industry are at
factor cost. These alternative methods of valuation reflect the differ-
ing uses to which the accounts mas bé put. Concaivably the two
Bcﬁemes of valuation might be carried thronghout the entire sccounts;
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for example the distribution of pational product by type of expendi-
ture might -be presented at factor cost a3z well as at market prices.
For most purposes to which tha acecunts might be put, however, the
mﬁtativgﬁlp fforence between the twa schemes of valnation wonld not
-of importance, and for this reason the committes does not recom-
mend any ¢ in the present valuation procedure. '

- Imputetions do not play & major rels in the United States national
income and produoct sccount. At the present time the United States
nationel income accounts comtain fonmr major kinds of imputations
for economieally relevant services for which no cash (or credit) pay-
ment is made: (1} wages and salaries furnished in kind; E rent of
owner-occupied dwellings; (3) food and fuel consrmed on farms; (4)
certain services of financial intermediaries. Tha total amount of these
imputations accounts for nnﬁﬂﬁ_a Elgg.r]] proportion of total 5 na-

o 5 b

tional pmducb—mmathm% : cenit In recent years—but they
are required on the ground of internsl consistency in the coverage of
the accounts. TUnless these Impniations were made, s&urinps differ-
ences from yesr to year or among eountries would be shown in itema
like gross or net national product as differences existed or shifts oe-
carred, e, & in the proportion of owner-occupied and rentsl housing, -
or farmers’ use of home grown and purchased food. .

The committes, , actepts the use of ina?utatmm in tha na-
tional incoma and product aecomnts but feels that 2!1 imputations
ghould be clearly identified in the accounts so that can eliminate -
them if they wisk. Tha cominittes does not think that the number of
imputations shonld be expanded st thie fime m view of the very
s31I0U8 ﬁoblems of measursment that would be raised, though-asin-_
dicated below eventually it might be desireble to incorporate imputa.
ticns for the use value of Government séructures and consumer dur-
ables, The bmputation for sexvices of finaneial inteymediaries also
requires reeXamination (ch VLI, sees. 1, 2, 2). .
{0) The natlonal total: Net or gross

At present the aggregate which receives most prominence in publie
discussion is gross naﬁmﬂ product, and in fact-the set of accounts
presented below is built around thie aggregate. In view of the un-
satisfactory conceptual nature of the present estimetes of eapital con-
sumption, seems little reason for recommending a shift to the
net-product concept mt the present time, However, the committes
recommends below the development of replacement cost astimates of
capital consumption, and when this is aceomplished, the figures will
mors adequately reflect the net output of the economy after allowance
for maintaining the capital stock intact.™ _

£ “THE PEQELEM OF INTBGEATION OF NATIONAL ECONOMIC AGCOOUNTE

Tha vaﬁous forms of national economic accounts, such as national
incoma. &ﬂdﬁtﬂdﬂﬂt accounts, input-output tables, flow-of-funds
statements, balance of payments, and national balance shests, do not

4 A andll minority of the committee feela that even repineemant oat depracincion sbhanid
not bo aed In coleolafiog the net nutfut of AL etonefny. PBoth origdoal cpst and replace-
Brgtd st Bithongh Dew Iavedmions et meY roanit Lx o Joov 10 Srniia] vARies threoeh

o w . rEEn 2 Joaw do on waluse throu
ul;;ﬂluﬂmt ta Individunl pmﬂuma.'&em factars ibo4ld Dot bé trented Ba boseey, L 8.,
déddeHone from astpdt, for the etnpemy wy a whola. Although they mey causs [ocses to
speclde producera, thay 2ve gaios Jor the econowy as a whols,
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at the present time form 4 single integrated sestem of acecounts. The
ﬂﬂW—UEfllIldﬂ statements provide a partial reconcilisticn with the
data contained in the national income and product nccounts, and the
balance-of-payments data provide the hagic information contained in
the rest of the world sector of the national income and product ae-
eounts, but in neither case iz movement between the various forms.of
accounis easy., ‘The commiites, in considering this problem -of. inte-
ation, has felt it nmn%ta éjnﬂ%uim (a) whether integration is
esirabla por so, and (b} what difficolties stand ic the way of ac-
complishing it.  Finally, the committee has also felt it incumbent
upon it to spell out in eoncrete terms exactly what it does Tecommand
il'l.ﬂlﬁwa,} IIE iﬂtﬁgrﬂﬁﬂﬂ- oL T T .
(z) The need for integration of the national evonomic eccounts - -
Integration. of the national economic accomntz is desirable from
three points of view. First, many sconomic Emblams require the use
of several different kKinds of information, and it ia offen neéceszary to
move from the information provided |J¥ one kind of economic accounts
to that provided by another. Second, from a statistical peint of view,
integrating the various kinds of economic zecounts makes best s
of the avzilable data, with Jess duplication and with improvement in
stacistical aceuracy. Finally, for the user of the national economic
acconnts, a single integrated system is eagier to understand and use
correctly than & number of different apparently unrelated or over-
lu]iﬁmg stems, .
analyzing many kinds of economie preblems it is necessary to
GO informnation contained in one form of accounts with that in
“another form. ~ For example, for balance-of -trade problems it is some-
times important to consider exports and/or imports of 2 product from
a given country in relation to the total domestie cutput of that prod-
ugt. This may require that the information in balwnee-of-trade
statistics be reconciled with either nationa! income and product data
or input-output data. Similarly, there are many ocessions when
flow-of-funds data must be analyzed in conjunction with the different
national income and product agpregates such az the gross national
product or personal income. Tnlese mtegration among the various
forms of national economie accounts is achieved, different definitions
are apt to be msed for comparable catetiories of data,. thus. prevent-
ing movements or comparisons between the various forms of economic
aceounting. It wounld be very useful if identien] clnssifieations conld
be decided npon whera approprizte.  Only fairly systematic integra-
tion can achieve thisobjective. .. - - - . - - o
From n statistical point of view, it is.obvious that if two-neconnting
gystems have different definitions for what is essentinlly the same cate-
gory of information, different tabulations will have fo be made, and the
same basic matarial will have to be gone over twice, when a single tabu-
latton might in many instances have provided the information for
both gystems. In other instances, where categories of informiation, al-
thouph not identieal, are diveetly ralated, new tests of consistency will
davelop when the statistics are put into & single framework. Thus,
for exmnﬁle,, input-output tables and national incomeé and produect
aceounts have in the past been derived in poart from different prog-
esaing of the same data, and mnch might be gained in the accuracy
of both systems by o conceptual integration. some instances this
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gghil -resnlt in .the use of superior sources and the prevention of
esitableduplication. .. . '

Finally, from the peint of view of the individual faced with the
problem of using tha information provided by the various forms of
eCONGIIC AcCOWNtS, an integrated gystem would fit all of the pieces

ther into a relatively simpls p:{tem. "From a pedagogical point
of view, this need has long been felt. All too often, each em is
axplained soparately, with the observation added at tha end that of
coures all these things are highly interrelated. A simple integrated
gystem would provide the user with a gnide to the naticnal acconnts,
and af the tame {ime dexaonstrate in & systematic manner the exack
differences among the kinds of information provided. _
(5} Thedifficultios of integration L .

Thero are very good rensons why in the United States a, simple in-
tegration of ‘the varioua forms of national economic gecounts has not
occurred to date. As already mentioned, the different Ing 5¥8-
tems have diffevent purposes and look st the economy from different
yoints of view. The nationsl income and product accounts, in con-
trast with other forms of national aceounts, are designed to produca
meahin ageregations angd. consolidations of the economic activity
that ‘place within the Nation, subordinating the masses of-de-
tail. ‘The input-output tables concentrate on the in rela-
tionships, wsually showing them in considerabie deteil. The How-of-
funds statemerrts put their main emphasis on the soutces and uses of
funds by institutions] sectors of the economy. - Balance of payments
statistics are limited to the transactions between the national econom
and the rest of the world. National balance sheeta deal with the s .
liability, and equity positions of the variond groups and sre used
pﬂmanl,y for the m‘gn]grsis of financinl interralahunsm;{v& - '

In organizing the-basic data, input-cutput takles and flow-of-funds
statements take very different ap hes, “Ininput-cutput tables, eco-
nomic units are classified according to theinatnre of their productive
aetivity, rather than by the charseteristics of the firm or &n-

tity involred. Thus for input-output pur the automobile in-
dusiry would include only those plants specifically engaged in the pro-
duction of utcmobiles; Moters Corp. would never appear 44

an entity, but rether the activities of its plants, or even shops within
?]gl;m, prodneing antomobiles would be separated as far as feasible
rom the activities of the company’s other plants or shops. Such an
approach fs necessary in studyipg the processing activities of indus-
tries from-a predominantly technological angla. The flow-of-funds
statements, in contrast show the sourees and vuses of funds by institu-
tional sectors, and for this pmcipuaa it is appropriate to focus on the
firm as the decisionmaking and financial unit.  In the ow-of-funds
slatements all txansactions of General Motors Corp. would be consid-
ated in the same sector. The economy iz ¢laszified according liEn]
form of o ization within fairly broad produeing groups, rather
than on the basiz oilpruu:easi activity slone. The dilemma that may
arise in the national balance = hes been noted; on the one
hand, it is sometimes useful to classify tangible essets by processing
indnstry, but on the other hand it is as a rols necessary to classify
financial assets and liabilities and equities according to the same
systam as is employed in the flow-of-fuads statements. . :
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It the national accounts information is te be mede svailebls in
guhhslmd form, it would not be practical to achieve integration of
daﬁnmhnysmmufsmmmgbjfﬂmdamﬁmhm. Such
8 procedure would result in larpe massea of unwieldy information
thatwwldbammhhlyﬁnhamlﬁsrthmtunidvﬁa drré
example, an inpui-outpit table which hun in-
dustries had to show within each ind allthe-formﬂufmstltu-
tional and legsl organization, the matrix would become so large that
publication in comprehensible form would be virtually impossible.

{¢) Basio raguérmmf& for @ ayetem of mtagmtad national soonomis
aecounds

Therequmenisthatw:ﬂbemforth huraareamly those that
bear directly onthsnatmnftham ted national aconomic ac-
cotméing s'_gsbem these terms there are five
major Tequiremen whuh tha basic principles on which the
progiet saoon 'ﬁhﬁtﬁe“g.?néi‘ll Erememork for the Integrated

uet accounts provide SWqT: e in

gystam of amnnm?:o sccounts; (2) that & national income acconnt-
mgsystemaospemﬂedbeslm urtmula-ted,anﬂfmmndmtms
- of economic sctivities rether than legal forms of organizati (EB]
that the sectoring of setivities in thamonumy be carried ont bl}til

hidustries in termg of establishments and for legal forms of or,

tioms; (4) that ell sectoxs have full sets of carrent and mplta.l ao-

uuunts;“ and {E:i that the integrated system be such thet the various

forma of na econciic flow accounts othet than the national in-

come and product accounts ecan be congolidated into the
-national income and product accounis, and that the accounts repre-

semting stocks resnlt cumulati ﬂnw munﬁ,
The sﬁmhcm that the 3 pmduct accounts
provide the general framework for i the variome forms of

economic accounts wee originally made b orm Copeland.*® Be-
cause the national income. and produet accounts are essentially sum.
statements of the activity of the economy 48 a whole, they are
1d::ﬁysmwd for euch a vole. In contrast with the other
national incoms and produoct accourts sre the only system which is
built around specific aggregates, The variong other forns of eco.
nomie accounting coald be made to tie in mth tha income and product

accounts at & fam-l aggregated level ently there would
bamnuhmmﬁﬁegompﬁmblantthﬁmm ad lovels than if
more detailed integration were sttempted.

Tha idea of ssttl lategg vp the national income and product accounts in
a simple artica gystem in terms of economic activitias was pm
by George Juszi™® Such a system would consolidate all pro
due,t:m activity in the economy into  single groes national i mcunm
and product sccount. Other simple acconnts would be shown for the
activitiea ol consumers, Guvernmenn foreign -trade, and saving and
investment. It issuch s sysham uf national income accounts that will

be presented helow. RtSan] OS5
B Far digcumlon of the eapibad acconnts £ar. Jovarnment and muwmw{f%?“
'The Feapipilltr of a Btandord Comprabsneive Byyiom of Eorlol Asgounig, lamg

in the Ttternmtioha) Comparison of Eéongmde Asconnts, Bhodles fo Incoma and Wealth,

wol. 20 Pﬂnmm 1051},

BYg A4 Crlt ncl the Unltad Btai=s Income asd Prodret Aceonnis, Stadies in Josome
and Weaith, 9 (ln press}.
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The ing of the accounts into industries and by legal form
of m:cFanimtiun in ths system proposed below follows the lines racom-
mended by Stenley Sigel®® Bigel recoghized that two basie kinds
of sectorin ‘wm.l]g he required if the input-ontput table and the
flow-of-funds statements wers hoth to be copsistent with their basig
objectives. A single form of sectoring of a compromise nature would
mean that the statietics wonld not be useful for either purpose.

The provision of both enrrent and capital accounts for all sectors
foltows the line of reasoning daveloped by Richard Stone,® and mors .
m’:antlfgin the United Nations system of national income and nct
accounts.™ . This means thai, for any particular sector, it will be pos-
gible to select out of the variows paris ¢f the intagrated accoun:
gystem a set of accountz which will show all the transactions of tha
sector, 8 illuetrated in tables C and D, p 37 and 38, below® .

Finally, the procedure whereby certain forms of economic accounts
could be obtained by deconsolidating one of the swnmary national in-
come and product accommis was suggested by the National Incoms
Division ufp the Dapartment of Commarce. Specifically, it was shown
that the consolidated seving and investment account counld be broken
down into accounts showing the changes in sssets and liabilities for
each of the sectors. Following this suggestion through for the other

accounts, it bacomes ible to eract o of supplemen da-
eonsolidatad tables covar all ths forms of nart?:mal eﬁl?mnic
aconmnis, ' .

5. IMPLEMEBRTATICN OF AN INTHGRATED STETEM OF NATIGNWAL BCONOMIC
ADCOUNTS -

The implamentation of the integruted national economic account-
ing system follows quits closaly the requirements listed in the preced- -
ing p ha, ﬂbam regented here has been strongly in.
flrenced ﬁy t sat forth in National Incomae Accounts and e
Analysis * by Richard and Naney I Rtggg]af. The su ions made
by the committes, of course, are limited to the form of the
nationsl economic sccounting system. The detalls, such s the exact
number, cov: and titles of the individeal lines in the varicus
accounts and tadles are primarily Musirative, and should not be re-
%rﬂed as specific and definite recommendations by the commities,

o present i# simyply to establish the form of the aceounts
towsrd which the varicus components of tha national economic ae-
connts now existing should converge. Xt will obviously be necessary
“to work ouk the details of the system within the Federal Government
and it will then be essential to have the proposed new tables system-
ati oxaminad by the varicus user gronpa

In disoussing the implementation three things will be considered
Fixst, the general form of the national income and produst accounts
which are {o serve as the framework of the integrated system will be
precanted. Second, the way in which the cther forme of economic
ACCONI ean be related to the naticnal incoms and product account
framework will be shown. Finally, the derivation of current and

= A Co of "{hg Biroctures of Thres Saclal 4 tiag Hretem:s, i t-Output
a.n-%m . leal, tudias 4 Tneome aud Weaith, vel, 1?{{.1.:::6:,' 1%']’. tpo
B Hepgurement of Matlonal Incomes and the Constriction of Boclal Actounis, Tnjted
Natione, Stwiies and Repoyts op Btatintical Wethods, Neo T, Genvea, 1947 (aglan No.:

1%471.11.5). -
A Zrgiem of Natlonn] Actpaniy and Suppertog Tebles, United Watlons, 1905,
L ¥ — - o

n mw 0 &mﬁ‘a rapital acconnts far GoTernment A COnGUMETS,
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capitel accomnts for the different sectors of the economy from the
integratad system will be- demonstrated.

(@Y Thenational income and prodw#mmﬂ :

"An example of ke Im:li of naiional income system recommended
by the commitias is gi mmappendué.,tahlm 1-5. The system is
gummarized in tables A and B below.

This summary. gystem of netional income and. product aceomnts
distingmishes the ecoriomic activities of Eﬂro-dlmhon comsumption, and
mmtmant. The verious accounts can deconsolidated into sectors

processing industries {fﬂr npuat-output purposes),. or by
form -:-f tmn (or flow-of-funds and e-sheet purposesy,
The' ﬂuwoe%zgg Emh ?hs describe the specific dmonsuhda tables,
and accounts will achieve the integration of 'all the different
bodies of data.

The consolidated prodmt:tm account (table A-1 in u-}ipendlx A}
embracss the production activities of the economy as & w and is
identjcel in scope with that of the national income and ek ae-
count (table 1) in the current United States national accounts system.
Two accounts were used to show expenditure on goods and serviess,
becanse it wag felt that even at the moat suwmmary leval it would be
useful to distingmizh private conswmption from public gervices. The

rivate consumption account shows the income, consumption, trans.
and saving of all household snd nonprofit institations on a con-

soli basis, Investment for the economy is shown in a consoli-
dated saving and investment account, bringing together the saving
and investment items in the other amuunts E]lﬂ'w production,

Eﬂnsumphonﬁh &nd investwent, these four accounts wuld be sufficient.
The rest of the world could be treated as an industry; the item “net

exports” would appear as an end use of product on the product side
n:E the consolidated production account and es an investment item
in the saving and investment account. There is, however, sufficient
interest in foreign trade 88 2 separate activity tha.t il geams ﬁtt.mg to
intraducs & separate gross acoount for it.

Tanty A—Summory of @ epaiem ofmﬁﬂm{maaudprﬂdm umﬂmtlfnr
. the nited Sictes Yor 1053

ffu billlona)
L 4R0HA MATIONAL INCOME AMD PEODUCT ADDOTRT

"L11 Pavments by produsing onits to individuals {2,51-----._-._-..__- 2L s
12 Iocome rataloed by prodociog uoits (5.4) a0, 8
13 Tax and income mmenta by produclos voits to anrnmmt {848). - KL 4
14 Minwa: Hubsldies apd Goverument Interest (B2) e vecmeaces 4
16 Statistical dissrapaney (5.7} : 14

Gross national ineome - B4 B
16 Consumers expenditnres on geeds 2od services (21)ooee oo, 220.6
L7 Government expendituces on gaods and serviees (21 TL2
1.8 Giross expenditores sn prodocers” darable gooda (1) olo
19 Net chapge In produclog valts ioventories {6.2) 1B
110 Exyporta (41) 213

Total availabilities.
1,11 Minvs Impirts {4.5)

Gross Detiona) product

B8
e b2

I



24’ Gunaumm"upendltmm o goods and mervices (16). . .. _ !220,6'
22 Tax payments by !ndvidoala (3.9) - 4.8
23 Transfer pagiments to abroed (d6)_-_ .. .
2d Perscpsl saving (5.3} - - 18.8
_ Perzenal ovilay and saving ——re w— 2008
—_————
25 Fasmentx h;r prodneing antés to fndividesls [11} ......... Fri
28 Trandder pavicents by Government to individuals {3.3}---....-.-. 12. 8
a7 ’.l‘rs.nsmr paymsntﬁ from abroad (4.3) -
Parsonst inCome. . ' 250, 3
o GOVERNMEZNT RECEIFTS ARD CUTLAT AQOUUINT
41 Governmsnt expendlinres an goods and servleas (17 e o oo mM.a
82 Bubsidies and Government [nierest {1.4) 7.6
5.8 Tranglar payments to Indivlidizels (2.8) 128
84 Transfer parments to abroad {4.7)- 6.3
L5 -Governmank: snrplua (5.5) —4. 5
. Government outiay and surplns M1
36 Tax and lucome payments by Hroduciog units {1.3} ---------- -  O¢d
3% Tax payments by indlvidoals (2.2 .8
%3 Tropsfer payments from abroad (4.8) .1
Government recelpts K ¥
) ——
v mmmt mnn-m PAYMENTS ACDOURT .
41 Exports (110} -— - PLB
42 Trapsfer parmsnis to individouala {2.1'} . .0
43 Transfer paymenta to Government (5.8) .1
44 Nee borrowing from abraad {563 . - 1.4
" Recelpts from abroad.. - . 2z
45 Fmports (1.11y. - 16. 4
4. Tranaler payments from Individuale (2 3} T WE
4.7 Transfer peyments from Goveroment {3.4). . 63
Payments to abroad.. m— - 23. 2
¥, GROSE PAVING AN INVESTMENT A0COUNT
&l Grossexpenditores on producers’ darable poods (1.3] ____________ 5. g
L Had: chiange it producing units inyentories 165
Gross dnmuﬂe Inregtment 81
——
5% Poersonal saving {(2d). s
54 Jacome retained hy producing nrits (1.2} 9.5
5.5 Sovernment surplus (3.5) —4 8
58 Wet borrewing from abroag (4.4} L9
5.7 Statistical discrepancy (L.8) )
Gross saving b1
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Tunt® B-—Sutmmery of sationpl income and product seoounds for the Tnited
Blxtes, 1858

Mo bl

13 :;_gg
|
|

i o Bty 770 '
27, Wet borroweng from sbrow L S I Y. i e [

L 1T L8 Ju.akmal !|:||JL:||I Wl e !s.q m.z1 1| sE 1

In this system of accounts the flows are expressed in relatively gross

terms. The flows are IEpad ing to the other accounts in the
system_from which th%;u ow m they are paid, and this
natwurkoffmnp&dﬂﬁwsfnrma:simlaartiou]atad . The
simplicity of the systers can be seen in A; inthis the detail
has omitted, leaving only themajor Bows. :

A presantetion of thia sort also has the edvantage that it tands io
increase internationzl comparsbility et jeast at the agpregate level.
Lack of international comparability often occurs because different

of sectoring or breakdowns are available for different coun-
tries, and adjustment is difficutt. The system suggested above reqaires
Tolatively few individusl flows, and slternative braakdownz within
the flows do not affect the comparability of the acconnts themseives.
Thus the lack of dats for some small end intrine animportant
Hows will not impeds overall comparability. Table B sthows the 20
Rows that T;hl required for implementation of the system srranged
inton e.

Much of the simplicity of this system has been obtained by omitti
gome of the national income tes from the system of natm
income accounts. ‘Thus neither national nor national neotns iz
shown. This does not mean that thess ﬂggm%:,ﬁtf should be mep-
Tected. Rather, they could be treated 85 is now in table 4 of the
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TUnited States syetem, in & separate tabla showing the relationships
among the aggrogates.- - R : -
(D) The refation of tha other forms of national esonomte avoouniing
With the national income and product ascounts providing frame-
work for the nationsl economic sceounting gpstem, 1t is now possible
to deséribe more precisely how the other forms of accounis can be
related to them. intervelation can be achieved by considering
the other forms of economnic accounting as deconselidations of ?a-
cibc agoounis within the national income and product acconnts. For
example, the gross national income and product account covers all ths

productive aetivity taking piace in the economy. The zqfut.-nutpnt
i

table also covers this same 1 area of acfivity, but it shows in
nddition the interindusiry ionships—transactions that have heon
eonsolidated out in the national income and product aceount.

Similarly it will be found that the ntroduction of specific gubclassi-
fication 1n termg& of sectors and the inclusion of transactions which
have been consolidated out in the nationa] inecome and product ac-
counts can provide the necessary daita for the other forms of national
asonomis aceounting, such az flow-of-funds statoments, ste. Below is
a ligt of the tables that are envizsaged, together with referances to the
tahles in the appendix which liave been drawn up as mmdglm
(1) National income and produet acconnt {consolidated pro-
n)?ﬂlnufplsoﬁgéﬁbyindshiﬂm{' ut-cutput
' a e n in wipu
tnl&% current)—table A-S. P P
{6) Value of product by institntional sector (prodncing
m gln'rent aceount of the Sow-of-funds statement)—
2) Personal incoms and outlay meconmé (privata consum
t{iuL account )—table A-2, 5 P
{z) Income and outlay by institutional seetor (privaie con-
ayming setors’ current acoount of the ﬂnw-qf-)?unds state-
ment)—iable A-8.
(8) Government receipis and outlay account {public services
B R esinie aud cutlay by Kind of b
@ a o t (public
Barvices mtEr current account of the ow-of-funds( pﬁtata-
ment)—table A-D, .
'tab4)A:-Er.imlgn trade and payments account (external accomnt)—
B .
(@) Imternational eurront payments by ecountry and com-
Eﬁ_ﬂ}t (ltga.da matrix of the mﬂf‘:ﬁmmgimmt)—
{5) {Saj?mg'& and imr?lstmsnt_ t:.l:n;mbt;gagle A-b.
& vings and investmen ndustry (input-ontpu
mﬁ}st fhﬁ;:ﬁ' ble goods e
of re Tl indus input-
output capitalstnckg}-'-tahla.&—glnﬁ. by =y G
(g} (']hanfgs in assebs and liabilities by institutional sector
{seving and investment account of the fow-of-funds siate-
ment and balance of payments account)—table A-12.
(&) Stock of ssssts and liabilities by institutional sector
{netional balance sheet)—table A-14,

451477 UD—fE——1L
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- From 3 gehematic point of view, if is possible to show how the
varions tables are inferrelated and how they relate to the various kindsg
of national economic acconnting systems. In.chert 1 the five national
income and product accounts are shown in the top rew. The next row
shows the derivation of the input-putput table from the gross national
ineorhe end produet necount.  As & part of the input-oniput gystem,
also, n table is derived from the gross saving and investment aecount,
showing. saving and investment by indwostry. The fow-of-funds
statements are represented by the third row. It includes four separats
tables. Threa of these, derived from the fixet three of the national
ineome and produet aceounts, show the ndnfinancial receipts and ont-
layg for institutional sectors. The fourth, derived from the saving
pnid investment account, shows changes in assets and liabilities for
these sectors, The inpernational trade matrix is shown in the fourth
row, ag s breakdown of the foreipn trade and payments account, Bal-
ance of -paymenis information, howaver, will alsc be covered in tha
input-output tables and ths flow-of-funds stafements, whera the for-
elgn sector is shown both a5 an industrial classification and an instita-
tional clagsification, and imports snd exports by industry are also
griven explicitly in the input-cutpnt table. The bottom row shows the
national wealth fabla and the national balance sheet az derived from
the expenditures on reproducible assets on the one hand, and the
changes in assels nnd liabilities on the other. This in broad terms
is the general natore of the system, but for further clarifitation it
will be useful to examine the specific snpplementery tables in somewhat
lnore detail. o
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1) Falue o table clasut dndustrial seotor—It is
( ) &%a supplmgnﬁu;‘fﬁfatyu the conzolidated produe-
t[on RCOOULH be drawn up to show the gros value-of-products flows
end the sales and purchases of industries to and from each other, The
dmﬁmtmnahnﬂdbaonmmblﬂmmbmm,ty in with the
system used by the mputwﬂu%ut table. An example of the stubs and
column headings for a table  which deconsolidmtes the production
account accord tu indusérial sectors is shown in table A~¢ of sppen-
dix A,  This ¢ gives income. and ezpenditeres information for
the various industries in the economy, Tha valus of product is shown
both in terms of the sales which are mede by each industry to other
indnstries nr in the economy, and in terms of the manner in
b mThu:Iiﬁ ations ;;s plg!by pnrhctuolgi'hardﬁtry -
oc rocel & in [
duﬁmtemd eurrent mu.l:at umhnaas to gross
product. ungmnﬁng in that ind Emm salea of
products by a3 particolar industry mleatn other industries
mmtmmtmmmthaﬁnﬂproduﬂongm in that
industry, and the total for all industries yields gross national produwch
us imports. The value of uct accounts are coinbined rather
consolidated acconints. show not only the breakdown by
industrial sector of the information contained in the uwewal gross na-
tipnal incomne and product account, but in addition the interindastry
sales and purchases on current soconnt thet sare consolidated out of
grosanational income and produst sccount.  For maximwm useful-
ness the key manufacturing should #lso be shown separately.
' 'The extension of the consolidated production scconnt 1Ilnst:ratad in
table A8 has the follnwmg:{'unchnna. {1) It tes the current trans-
~netions of the national inoomse acconnts to iInput-output tables at a
fau:l]' agfmgahm level. (2) The valve of product flows themselves
I¥8 eCONomic an For example, with pres-
antammm rmation it is not possi mﬁ]lhowmuchofthauut-
ﬁﬂbnfaniudnstnmaxpamdmnﬂmrmm&a,nrhwmuchuf
input of 3 particular industry comes from imports. (3) Tha
dats hel mprove the quality of the national income statisties.
Valoe o pmduc.t dzta for particular industries are often availabl
and if they are introduced explicitly into the systema they can be uae?
as & test of consistency. (4) velue ne!gomdmdutnmnqmmd
for the development of conatamt: industries, To obbain
real ontput figures for individu mdusl:rl itis tn deflata
the input of materials to the industry end t%!lb industry
sepaxately ﬁnnbtamadeﬂata&va]uﬂaddeﬁ {cf. ch. ¥I).

{2) Falue a{opmdwt table olassi ;m&aﬁsw senfor—Just
asltlsme:['ul chow & supplemen mnsuhdnhouufthngtms
national income and urst account by induastrial sectora, it is also
useful to ahuw 3 SUpp emanl;a.ry deconsolidation of it by institutional
sectors. i“p ure yields the equivalent of profit and loss
ahntammﬁs for the prodacing umha m the economny grouped ae-
cord.ln n,tion mtmal stahdpoint the

l:rtg ]J']i" msh swturs can and need be
mrnad out in m.aldﬁr for the

industrial classifiention. It la notnmry,mtha mstmltnonn.law»
toring, to spell out the to-whom from-whom relationships in each see-
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tor's salea and purchases on current account.. Unlike the inter-indus-
try relationships, there has been little analytic interest in the interrela-
tion of purchases and sales on an institational sector basis. In the
value af product tshle by institutional sectors; thersfore, the sectoral

classifications need not appear as rows in the table, A = item,
“Purchases from prod unite on eurrent account,” will be swifi-
cient, as shown in tabla A~7.

In hasia concept the value of product table by insiitutional sector
is the same a5 the value of product takble by industrial sector ; the only
differences lie in the kind of ing employed and in the omission
of detail in thﬂalpnrchasaafmm producing units on enrrent sccound.
The institntionsl seetor table provides the equivalent of profit snd loss
statements for producing units classified by form of organization, and
g0 yields the current account portion of the information contained
in flow-of-funds statements for preducing units. The importance
of such information for many forms of monstary and fiseal analysie
has already been discussed, and it iz suficient to point ont here the
usefulness of providing this information in-s form that ties in-direol.ls
with nationsl income and uct accounts, on the one hand, an
with input-output tables, on the otherhand. . . L -

(3} Personal income and outlay table by institutional sector—Tha -
coverage of the personal income and ¥ account is quita broad,
embracing all forms of l7]pri'i'ﬂ:a't.":: consnmpéion in the economy. For
example, the income, vatlays, and saving of farmers and other unin-
sorporatad businesses. appear in the acconnt as well as the ineoms, out-
lays, and saving of -familice receiving. wages, salaries, and Eﬂmpartjr
income. The preblems involved are discussed. in - grester deiail in

ter VII, section 1, of this report. H is recommended thers that
within that account separate sectors be eet.up for farmers, nonfarm
entrapreneurs, other households and nonprofit ingtitutions. In earry-
ing out thiz breakdown it iz not necessary to show the articulation
amungthac'}mmnal sectors and between each of the personal sectors
and, each of the other {nonpersonal) secounts, so that the deconsoli-
dation conld be similar in nature to that shown in tabls A-7 for pro- .
dueing unitz by institutional sector.®* The sectors would appesar as
column headings in the table, and the kinds of incorne, ar with
the kmnds of outlays, taxes, snd saving, would be shown as rows,
form iz shown in table A-8. Thist gives the eurrent accounts for
the private eonsumption sectors and so represents the corrent account
portion of the low-of-frnds statements for these groups.

{4) overnment reveipts and outlay table by governmenial wnét—
The Government receipts and cutlay acconnt presents public trans-
actions in the form of a consolidated statement of receipis, outlays,

aecab, 3 Alureges Telyeus comptaten, ooouatn sad, pecleee 4 She B
:gutmi lilg ool mum ]tl‘.l':i ngrlﬁw %utwemn%l tw!nuggmlﬂa'm atesgnie
iu shoorn erpl in tha Thus In n Sacconnd eya m-u.h?tntmumufwnm

bet of atstounts]. If the pumber of tran 1den , L &, oefers mereun parchages
Inorvnkbird Heatlon in the ndmbeee

this wild %—o . mnltlf
v 16 5 kinde 5 Graneaetinis Mars rtate oAty T ebes: S0ty e
ﬁrbwuwm o0 BR mrt!mlnh?ﬁﬁl lacrewsep ﬂmﬂgi of fowe in proportion
to the o of awciors introdoced : mon’{n—1), where p* eqoals the oomber of Feclora
Thia woull memp, If 10 sectors wers Iotroduced on kn wTaxt bl basls lnts & syatanc of
2 tranRaction Tgu Ta B nts, EW Lid t“hli gectory peg ardendated, Jowerer, the
COEN & AR #narHedlsted 16 redures tlgn;r'ulmm ur“?:; rﬁgmﬁrednpm b!Tgnt::got:ﬂ:#J‘iE
lent te the owmbar of sectbie from whet it wnmbg m{lh articulation.
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and saring. For n great many problems it is important to obtsin &
deconsolidated view of 'Gﬁvagngmnt operstionz. A sectoring. into
Federal, State, and local government is shown in table A9, which
gruﬁdm the current account portion of the Aow-of-funds siatement
éin General Government, and (b} Government funds such s the
-age and survivora trust fund, would be very desirable. - .
- {8) International trade —In the presentation of balance of
payments data, it has becomw customary in. recent: years to show the
mternetional trade of & commtry in terms of both the geographic dis-
tribution and the commodity “breakdown of im and exports.
fln:&:h_tables are mnﬁalljthdﬂailemg,ﬂhmk_ downa’ &Lpﬂ;zd foreign trade
payments account In the nati ~INCONS AN uct accounts.
et oot b 20 oot tht thay Bt
ore trade s ents acoonnt. ba 50 that
ulgnAn MPIBE]:IETEG“ in teble A-—10. - . & :

6) - Soving and invesiment table by industrial sector ®—For many
purposes it is important to know what industries are ing to their
plant and equipment, and te what extent it can be. by: the
saving going on in the industry, Such informstion i3 the capital
account counterpart of the valne-of-produoet table by industrial seetors
discussed under (2). The columns of soch 4 table would be the sams
a3 those shown the value-of-product table by industrial sector,
while the rowa would ify investment by typs of product, as shown
in table A-11, In de ting the gross saving and mvestment
acconnd by indmstry, it will be necemsary to includs purchasss of ex-
isting assets (e, g. used t and equipment, lang, elc.}. Such iteme
represent disinvesiment by industries selling them and like trans-

. ders consolidate out in the saving and investment account for
the economy. A saving and investment table by i . providi
this kind of information would ba very usefal for the of.

rollema 88 capital requirements,: uctivity, and economie growth

% terms of=spaciﬁcrfr?duat.riﬁa.m?ﬁm m:&m it may %:t-'--ba

meaningful to compute undisiributed profits by indusiry, smnce zuch
o ) -

a comeept has meani nlﬂ on a firm o :

: IST} Ntock nffepr.’gﬁum'b 2 goods - luble by indusiricl sector®—The
tabla ;ht;;:mg mﬂrﬁgmer_lt gxpandit:lmaia by mﬂust-:}‘:]tl santogll;ns 8 enul.:ly-
¢ showing exis stock of reproducible durable goods

mtnal sector, Thlat:"t]:ﬁwuu]d have the same rows and columns
25 table A-11. This new tabla could be obtained from the information
contained in the yearly savings and investment by industry table, if
available for a suifciently long period, plug informetion ing de-
preciation or retiremept of durable goods. A problem of valuation
would arise, in that expenditures on durables would have to be re-
valued in conztant {or eurvent) prices in order to be somparable over
time. Onthe other valuation at market prices at any given point
in time probably would be most useful for comparisons among indus-
tries. For zomé purposes, furthermors, it msiﬁht ba that some measursa
of productive capacity of the durable goods should be used as the basis
of valuation rather than replacemsnt eost; but sach problems, some of
gihmhhfre discuszed in chapter XTIV, would not affect the form. of

a table, '

= Par Hseomion of the capital accounts for goTeroment and consamere, nee pEinblr

{1 T2 ad o5
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(B} Ukanges in asscts and Habddilities tabls by institutional seotor™—
Tha saving side of the saving and investment aceount shows the sur-
a!ous arising in the current accounts of producers, private consnmens,

vernment, and ign trade. Such surplus results in changes in
assets and liabilities reflecting the increase in the equity of the groups
involved. - The saving side of the saving and investment agcount can
be deconeolidated to show all the changes it assets, liabilities, and
equity that have taken place for esch sector. The net change in the
asset and [febility position of a sector, if expressed as the difference be-
tween current (market) valnes at theibegi:ming and-end of the period
will not a%ual.the saving for that sector as recorded in the national
incoma amd product acconnts; capital gaine or losses, which do not
flow through the income and pm&uct accounts, must ba added as a
part of the deconsolidation process if this equality is to be restored.

The deconsolidation of the saving side of the saving and investment
aecount should follow the institutioual sectoring discussed under (2),
(3), and (4)}. Together with tables A-7, A-8, snd A—¥ in appendix
A, this deconsolidation provides a compleie flow-of-funds system for
the economy, thus integrating the flow-of-funds statement with the

- national income and prodact accounts® Each institutional sector is
supplied with the equivalent of a profit and loss or incoma and outlay
account plus a saving and investment account. . The saving and in-
vestment account. for the foreign sector, furthermore, becomes a bal-
ance of payments account, wherein the ch in gold stock and in
holdings of other assets and labilities in the foraign sector are shown.

A deconsolidation of the gross saving and investment account slong
these lines 18 shown in table A--13. - ' .

() Agsets and Habilities table by institutional seofer—A table
showing the level of nssets and liakilities by institutional séctor can
ba dravwn op In much the same %nenl form as the table chowing

in aseets and Hahilities, This table would in effect be a na-
tional balgnce sheet. The problem of valuation mentioned in con-
nection with the table showing changes in assets and liabilities would
also extend to this teble, Here at least two different velualions
may be used. For many purposes (including, for example, the stndy
of taxable capital gains), it is importent to show ryemaining
ul:igll;ual cost valuatign of asseis. For other p the corrent
market value or replacement cost valuation may be needed. Table
A-14 shows the form of this table, vsing market valuations for the
sgzets and liabilities, but also showing original cost depraciation and
fhe valuation adjastment. ' : o

Tawry Q—d gocwwis Tor he mantfacturing rweotor
1 MANUFACTDRING PEUDTCIION LCCOURT '

. -
b. Government interest received

et o T o0 Binde atdtement In ¢b, BTI, _
Faor discusalon of the capital accoonts fae Eﬂﬂnm_nnt aod COnEORMES, Uiy Cha. ¥IT, 2.
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‘J!m C—Acoounts fﬂr the Maonsefoolering Hmm—cmmm
1. H m#mm Praduoﬂm Amm#-—oomiﬁuu

Poial surplng and nat bocrowing. .

6. Net borrowing .
7. Revaluation of nesete -

. Totel surplos, berrowlng, aod revalaation
Tanre De—Accounis for the aonproflé instibations scdtor
1. FREODTHITION ACOOURT FOE FONPROFIT INETITUTEGHA

1. Purchases frem prodocing units ob cnrfrent aceeunt
2. Payments to individuals toraerﬂcea ———
4. Tax payments :

Total valne of produck
4, Balea

5. Imputed valus added by nonprefit Mmalitotioos {pet parchasea of
gooda and gervives)

Total value of prodmet_. _ . -
etnnrnhmantmmﬂﬂm X |
abrokd

Transifer
Tranpler pAyments 1o indiﬂdun]a-
arples

Total oatlaya and surplus_. -
5 Trapsfer pryments from boslnesy
8. Trausfer payesents from Government

-1 Pocchasss 20d andas Bp be abivorn asperataly,

o Iﬂ"l"'
Fri]
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Tapce (L—docosnis for the Manufoohuring Sectir—Fonditued _
. IT. Receipte and Outioy Locosnt for Nonprofit Fratituilons—oontinued

7. Trapsfer payments from abivad
8. Tranefar payments from Individosls

Total vocelpty.
I, CEANGES IN ummmw'm WONFROENT INSTEYUTIOND
2. Currency aml deposite. .
8. Loang - -
4, Hecoriten
6. New eqnipmédt
8. Mew ccnatraction

- T, Nat perchases of existing prests
B, Other angats, i i

———————

Total changes In nagetd, : y e ———
8. Noten ang accoungs payaile .

(o) Depreciatlon : : :

() Inventory and deprasiation valuation adinstment
{0) Emrplos or deficit — y

14. Bealized capital gaios -

Total changes in lisbilitles and surplus
IV. ABSETS AND LIABILITIES ACUOUNY ¥OB NONPEGEL INSITITTIONS

11, Bonde - -
12, Oeher liabiitieg - —
18, Carrent Income eetalned X

14. Renlized capital gains i J
15. Unreallzed capital gaina :
fTgtal Lebfities and suxplos . :
(¢) Seetor avcounts in the integrated national economis gosounting
syEtem

In addition to providing an integration of the existing national
economic accounts, the integrated syetem which ig pro here also
ides a complets set of transaction aceounts for each of the in-
matrial and institational sectora in the economy. ‘Thus for mannfac-
turing, set forth in table C 25 an exawple of industrial sectoring it is
ﬁj e to derive a current production account showing sales and
allocation of receipts from seles, & saving and investment account
showingl Bﬂgtg and mvestment carried out by manufacturing, and
a tongible account showing the total tangible assats of manufac-
tering. Obviocusly if finer industrial sestors are chogen, e. g., for the
mﬁ industry, similar information would be availeble m the jn-
tegratad system of accounis for such sectora. Tb will be noted that
government and foreign countries are shown s indusiriel sectors.
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As producing industries the accounts of these two sectars wonld have
the sama form as that shown for manufactaring. They would contain
only those transactions of the government and foreigm sectors that
relate to production. In the case of gg?ammmt there might-be some
sales of productz on current account, but the major itews in the accoant
would be purchases of goods and services by government snd the
compensation of government employees. According to nationz] in-
come gecounting practice the net purchases of peods and services by
government ara impubed as government product, and in the accomnt-
ing stractaras this is handled by recording imputed- government sales
on the right hand zide of the production account equivalent to the
difference between salez and costs. The acconnt would thng balance.
For the insiftutional sectirs an additiongl account sometimes ap-
pears. For example in the case of non&mﬁt institutions, shown .in
table I, the production account would be similar in natere to that
discussed sbove for government. In addition, however, a recsipts
and outlay account would be needed that would shéw the receipta and
dizposition of all funds of nonprofit institutions, not merely those
relating to production. Finﬂly,twummunu&ahm in nesets
and liabilities, and tolal neseds and liabilities, would also be provided
for the nonprofit institution sector. : .
For some of the other institational sectors, such as corporations,
only thres acconnés would be peeded: the production: muw
changes in assets and liabilities accoun aydt:hagmta&?d]ia ilities
acoonnt, Corporations, unlike nonprofit institutions, do not require
& sagmte receipts and ountlay amuupnt, since all of their recsipts and
outlaya are covered in the production account. Kinally, individuais
(other than farm, entrepremenrs, nongmﬁt_. institutions, and nonfarm
entrepreneurs) do not require s production account, s in this case

again only three accounts will 1 'The recaipts and outlay ae-
count, the changeg in asets mdi?;mrﬁns amaunt,lﬁd thamtgand
liabhilities account. - ' o

. With respect to the consuming and Government ssctors, the com-
mitdes has considerable reservations as-to the contenty and even the
mmm%, of capital acoounts. The issues involved are discussed in

. greatei detail in sections VII.1 and VILS. " The commities ia raluctant
to clasgify all expenditures on intangibles as current expenditures and
-all outlaye on tangible assets as capital expenditures: All too olten
the rate of outlays for producers’ gomls or durable goods is regard;
‘88 & mengura of the contribntion that is being made to.sconomis growth.
_ This conclusion neglects the fact that, for exampls, our $8 billioh
annual outlay for research and development (abowt half private snd
half wﬁ?bhﬂ} is probably a more important contribution to economic
growth than an equal amount of cutlays for producers’ goods, althwﬁ
most of such expenditures would be recorded in the ewrrentaceoun
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Particularly in the case of Government, investment in human capital,
including health and education, are so important than the conven-
tional ification: inte current and capital accounts i8 not very
meéaningfal and ray even ba misleading:. For thess reasons, the com-
mittes prefers to ragard the capital accounts as durahle goods accounts,
rather Elm.n aceounts which record capital in any economic senss. For
. consumers and Government, furthiermors, the committes feals that the
problem can best be handled by including sll expenditures on goods
snd services, whether durable or nondurable, as expenditures on cur-
rent aceount. This treatment avolds the nmmtgl'of drawing a line
of demarcation between current and capital expenditutes. | Saving, in
thig treatment, becomes the differenca sen total receipis and total
outlays on goods and services (except residentisl housing).

As a consequence of this treatment of expenditures on consumer
and Govermment durables, it wounld logically follow that these dur-
able goods should not appear either as capital expenditures or as
assets in the eapital aceonnts. Nevertheléss, the eommittee does feal
that it wounld be useful to have an inventory of these consnmer znd
(overnmeni durable goods, and recommends that such suppleman-
tary information be provided. These accounts for consumers and
Government are puvely supplementary tables. They arve of the seme

neral form as the capital accounts for the other sectors, but unlike

usual capifal accounts, the data on consomer and ernment
durebles would not be tied in to the current accounts in the manner
thet the capital acconnta for the other sectors are related to their cur-
rent gecounts. ‘The saving end oquity items in the capital accomnts
for consumers and Governmant will thus be unrelated to the seving
and surplus items in the current aceounts.
{d)} Swmmary flow tables for the svonomy _

For many purposes, it is useful to set forth the. pattern of re-
ceipts and outlays of different parts of the. economy, showing to
what extent varicus gactors have an excess of outlays over receipts or
vice versa, Yrom the point of view of the economy 1s a whnlg., ob-
viously, it will be fdund that the deficits will exactly balance the
surpluses. The system of national ecomomy accounts deseribed here

itz such'a 2u ‘table to be constructed. Table B shows the
ind of table that eould be drawn yp. . _

Besider showing current and capital accounts for specifie sectors
of the economy, it is also posaible to abstract from the integrated set
of natlonal economic accpunts a table showing receipts and outla
for all industrial or institutional sectors of the sconomy. . Sucha tibﬁ
is presented in table K below. Fhis table is derived tables AT,
A=8, and A-9 in the appendix. It shows the curtent aceount for all
sectora of the economy.
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" 8, BUMMARY OF RECOMMENDATIONE

Integyation of the various forms of nationsl acconnts into a single
systan is feasible ok an sggregative level. The nationsl income and
D pocs. T Tescmanding that suth ntegeation Shonld e lace

urpose. recommending U om : place,
ane‘mr,thu committee does not mean to s that it be carried out
at any but a highly wtive level, Different Governmens sgen-
cies inderested in such fields of national economic accounting as input-
ontput tables, flow-of-funds statements, and balance of paymentas will
fimd it n to make. congiderably more detailed studies for
their Gwnm urposes.  Nevertheless, the eommittes baliaves that
thers is considerable merit in using the date from these more

_ deteiled studies, supplamented in some ceses by additional dsts, to
produce ultimately a single integrated national economic accounting
system of the type deseribed in this chapter.

Coartee V1. Cowariorr Dorrar Eerigatzs 2

1. THE TROBLEIM

In the committes’s judgment, one of the areas of most needed de-
velopment is the estimation of national prodoct and its components in

& This chaptes 1 ally lhmdted to & Jiscuadion of conpiant-dotlar swtimotes of zaticoal
.flmh:h‘hﬂl}{hﬂm L] - “af:‘%
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terms of vonstant dollars, i e., in terms free from the influance of year-
to- varigtions in prices. The potential wees of euch constant-
d egtimetes for the economic rnalyst-are as grest sz these of the
currani-dollar estimates. ‘Without such figures it is nof possibls to
say whether an increase or a decline in the carrent-dollar estimate of
gross national prodoct from one year or ane quarier to the next reflécts

4 decrease in the physical volwme of production, or is due primarily
*toach mpﬁ&h-j’ Thaanswarm&iaquesgi.ﬂ’n,hqweﬁr is clearly
of eritical jmportance to the Government in ing & decision as
te what policies to adopt, and will probably be of sign to busi-

ness Brmg in formulsting their sales and production p: _

Again, constant-dollar estimates of gross national uet Are Ree-
£594TY to assess changes in the Nation’s level of living. 'We wish to
know whether the average volune of commnodities and services per
i R M b o e 2 S
aLo, if s0; w iz highar is dua to a greater supply,
say, of food and elothing, or automobiles, or defansa goods.  But for
thys of comparison use of the current-dollar estimates of gross
nationsl expenditure is insuflicient, since the more recent expenditures
were made ab & price level which averaged noticeably higher than
that of & decade mgo; hence, it is necessary to twrn to o constant-
dollar estimata, ' ]

Wea are interasted also in tracing changes in the Nation's produc-
tivity, as reflacted, for sxample, in the average outpui per man-hour
of work. Has productivity incréase in this country besn greater in
recent years than abroad? In what parts of the economy hag it been
most Fapid—-in iculture, manufacturing, tradef Where has it

ged behind ¥ T’m in, answers to these questions require estimation
of national product its componenta in terms free from the in-
fluanes of price s, , .

At the present time constant-dollar estimates. are published by tha
Natiopal Incoms Division only for total gross national product and
certain very broad expenditure components. Consumptiion expendi-
tures, for mm)i'le, are divided only into expenditures for durahble

nondurable poods, and gervices, and Gnvmmen?is'ﬁumhmea ars

gplit into Feders] and State and local axpenditures. at is equally
sexious, these estimates are available only for annual perieds® The
overwhelming proportion of the National Income Division’s resources
18 devoted to- preparstion of ihe curremt-dollar estimabes. Indeed,
prior to 1850 there ware no constant-dollar estimates published at all.
inzht;@ ares isfr;fm reflection on the HatitoI::mJ mmadlfﬁvmgg.

First, by nature o estimating process, the curreni-dollar fig-
nres musk preceds the constant-dollar ones.  Secondly, the National
Division ia eritieally dependent in this area on the close coop-

sration of other statistical nnita in the Government that ars ¢
in assembling and analyzing price data; ggﬁmhﬂy the Burean of
Labor Statistics and the Agricultoral Marketing Service. While such
cooperation has been penerously given, these other agencies, too, oper-
ate under the constraint of limited resources, and hence progress has

& Ouarberl timates of tokal disposnble-lncoms and sonal.conmmptioa expanditn
m mnntal:nt d:lf:rs lw:l'fhnut tomponent detajll]] ake ﬁ‘ﬂblﬂlfad it the Eeppamic ¢ of E:
T T o RS BAR Rt L T ML X
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been less than if the developiuent of price data specifioally for national
muunhng‘puNrpom hid been an explicit assi toft agencies,
Thirdly, the National Income Division has hardly the staff required

for current-value estimates alone, - “: 7. : o

“However, with ouly a modest increass m the resparces devoted to
. prépazation of the constapt-dollar estimates, & noticoabls:expansion
in scope of the estimates could be achieved while, with the-initiation
of & comprehengive program, great progress could -be made. For
this reason and because of the fundamenial nature of the wses which
these estimates serve, the mhng:ttaa ia :ﬁ:lm to assign ttha::- this ﬁiﬁ
a very high priority smong the possible itions 0 the nati
‘seconmts, TI'E) desirgbility of this work is further attested to by
reguests from all types of ugers for expsnsion of the constant-dollsr
estimatos. - '

In the committee’s view, most of the uses to which constant-doliar
estimates might be put would be served by annnal estimates:in con-
giderable detail of the price and wolumne wmmm of the cmrent-
dollzr series for national product, subdivided both by type of
expenditure snd by originating industry, plus similar though more

- abbrevisted esthmates on a quarterly basis, particudarly for the ex-
penditure distribution. Tha following recommandations are accord-
ingly framed with s view to the opment of such data. Before
presenting the detailed reconimendaticns, however, it may be helpful
to explain mere fully the nature of the ultimate objective which the

Each a]mentdﬁf Mti?ﬁl product, which is in the nature Ff the
agpregate expenditure by.1 or more sectors on a given type of com-
modity of service, can be regarded as the product of 2 components,
1 a quantit ,thentheragnw. The expenditure hgure i3 always

licit, e quantity and the grim compenent may be either ex-

licit (i. e, they reflact observed qeantities or prices) or implicit
?i. €., result from the divigion of expenditures—a current dollar
magnitudé—by either a guantity meéasure or a price; which in turn
may be an average or an index). In many cases the two components
¢an be measured ex%leigltly, but their product will not yield the given
expenditure figure because of differences in coverage and for other
more technics! reasons. Hence, in the final estimates ona of the com-
ponents will be determined im;!licitly. Wherever possible an explicit
maazure ghoald alzo be derived for purposes of contyol; that 15 an
index of obssrved prices as a conirol of the implicit price index-and
an index of quantity of ontput as a control of the deflated expenditure

re.

f the s icns envisaged below are accepled a3 a long-range
£0al 2 sets of 3 tables each would be published to show the relstionship
between enrrent- and constant-dollar fipures. The first tabis of the
first set would show the well-known estimates of gross nations) product
by type of expenditure in current dollars; the second would present
estimates in constant dollars; and the third wenld show the corre-
sponding Eiw indexes. Im every case multiplication of metching
entries in the second and third tables would yield the correspanding
entry in the first, To illustrate, the firsi part of the current valne
table would congist of & condensed version of the present table 30 of
Wationsl Tneome, 1954 edition, “Personal consumption expenditores
by type of product”; the corrvesponding part of the second fable
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wonld present constant-doller Sgures for the same items as in tabls
40; and the anrreagondmﬂgpm of the third, the consumer price in-
dezes (az in table 41). Similarly, matching entries in the sacessive
tables would be provided for various categories of domestic invest-
ment and of Government purchases, and for net f investihent.
A zecond set of thrae% wuu&d rg;idadtha deméed mmﬁfﬁiﬁ;ﬂ
tribution of gross nati rodue industry of origin,
table, which would in_appearance the present tahle 18,
“National inmm:ahiindmtrial orﬁlana; would present the distribution
in current dollara; ® the serond, the distribntion in constant doflars;
. and the third; the price indexes. Co
- Sincs the latter set of tables showing a constani-dollar distributicn
of national produet by industry of origin would constitute a substan-
tial innovation in the sipply of constant-price data, it is p-arhnﬂ:ﬁ hed
fal to recall some of the uses this et of data would serve. woudd
rovide what are in-éffect indexes-of ontput (deflated ralue added)
or all major sectors of the economy, closing » major gap In cur present
body of statistical kmowledge, snd permitting analysis of the changing
industrial structare of the economy. Thus, ons might determing
whether an expansion in totzl outpui was associsted. with a more
rapid expansion of agrienlture or manufacturing, of transportation
or trade.  On the statistical sid tion of the industry indezes
of net ountput (deflated walue ﬂ} would provide a largely inde-
dent estimate of total real [mnatan‘tdu]iarmf national produet,
us providing 2 check on the totel deri gumming constant-
dollar expenditures. XEqually important iz the pessibility of using
these data together with ma data on men-honrs to derive meas-
ures of uut&ut per man-hour of scopomy, and to analyze the role
played in these changes hy different industrial sectors and by shifts
of workers between low- and high-productivity industries. Such pro-
ductivity analysis, which requires & distribution of constent-de
roduact | f? industry of origin and is not possible with the distribution
0 e.x;&endm;ira, would be mw not only in inereasing our
knowledge of the past and presant, but also in attempting to project
the fature productive capacity of our esonomy. '
The recommendations in sections 2 and § which follow are framed
with 2 view o daveloping 4 body of deta of this type on a limited
seale in the immediate future, bat in the required detail later on.

" 2, EECOMMENDATIONS POR THE IMMEDIATE FUTURE

{a} Devélopment of quarierly esttmatar - :
. The development of a constant-dollar estimate of gross national
product and )ts components on a.quarterly basis is of very great im-
portance for iinproving eurrent interpretation of cyclical moveménts
It our economy and for the formation of public po{my. The mﬂﬂu
preparation of such estimates at an'early date appears feasible by
adapting the metheds presently used in preparing the annual estimates
U Aelde trom showing less indasirial debad], thia table might Hfer frox tokie 13 Sn
Pttt T G Sk et Dol Sl s e oo e SRaChE Sl ot
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to the more lisnited priiua data ﬂ.vaailabla'quaitaﬂgl. Md?h of tl&e namlaf-
8ary Iminary oration apd festing has already been done by
the National Inmi;i.xap Division. The extent of detail on expenditurs
components thet can be published will of course be limited by the
supply of g:arbarlwm dala. Ii, ss is recornmended below, the
supply of data is sufliciently expanded, publication of quarterly con-
stant-dollar estimates in detsil as fine as thet ipreaentad for the quar-
terly current-dollar estimates shonld be aimed for.” : T
(5) Eaponsionin component detadd _ . . '
- At present the published annual estimate of constant-dollar é)e\r-
sonal consumption expendifure is subdivided only among durables,
nondurables, and services, Inthe nﬂtunl-e}llmpamhon of thig estimate,
howaver, constant-dollar figures are developed for considerably nar-
YOWEr {:ategorlesf While some.of the estimates for ?ﬁm dlgt:ailad
categories are of necessit crude, Some-expansion in published
datall could be achisved 11ri‘. sufficient opportunity- were available to
test and steen thess estimates by comparisen with alisrnative
sources. For the immedinte future, it would be very useful if detsil
could be guhlish&d as fine as that now given in the present quarterly
{curreni-dollar) estimate, where, under durable goods, separate data
are given for “antomobiles and parts” and “furniture household
aquipment,’” whils Among nondurable goods, sstimates are provided
for “clothing and shoes,” “food and alecholic beverages,” and “gaso-
line and oil,” and under services, data are given on “honsehold opera-
_tion,” “housing” and “transportation.”
{¢) Distribution of gross anmual national product Daiween Govern-
ment product, household and institutional product, and business
At present no regular astimate is made of the distribution of gross
national product in constané dollars by industry of origin, though as
indicated above, such an estimate would be ve.ry_i;n}{:nrtaut for analyz-
ing the growth of productivity in the economy. However, from time
to time the Nationa! Income Division has prepared an estimate in
constant dollars of gross product originating in agriculture,” and this
has permitied the developmerit of a crode mdustrial distribution of
gross national product among gross private farm product, ’Iﬁas ri-
vate nonferm produet, and gross Groverriment product. sa cdata
are currently brought up to date by the Council of Economic Advisers

in the Economic of the Pregident,
The committes favors tha direct preparation and publication of
these estimatez by the Nationsl Incoma Division on a r basis,

as part of the repulerly published snnual constant-dollar estimates,
- gince despite the crudity of the industrial classification, these data
provide an important starting gmt m analyzing productivity change
in the economy. , Since the present practices used in deriving
the constant-dollar estimates sssume, for imk of appropriaté tech-
niques, no productivity change in the household and mstitutional sec.
tors of the economy, the committee favors the separate preseniation
of a gonstant-dclisr estimate for thess and similarly situsted sectors,

HE, Survey of Current Brainers, Febr LRAT, 3. B=0,
RE. 5 Blitvey of Current Husiness Augoet Toot. " ¥
B0, & g tuble E-3, JTanuary 1067 repart, b 128,



NATIONAL ECONOMIC ACCOUNTS 63

so that the sepment of.the total product to which productivity analy-
siz can be.properly applied may be isclated. In addition, matchi
series on man-hour employment should be developed in cooperation
with the Department of Agricultura and the Bureau of Labar Statis-
tios, and presented along with the product estimates. . .

3, KECOMMENDATIONS FOR THE LONGER RUN

"The recommendations listed above appear feasible within the Lmity
of carrently acisting data or with moderate additions theretn,
Those listed below, however, would probably require greater sxpan.
gion in underlying ‘dats and in some cases would presuppose further
exploration on methodology. ' _
{a} Exponsionin detail of constent-dollar expenditure estimates .

‘We have already noted that some extension in the detail of con-
stant-dollar eonsamption expenditure seemns feamible at the present
time. Over the longer run, sdditional expansion scems desivable, per-
ticularly in the area of consumers’ durables. Of even I urgen
1a the davelopment of detail on expenditures on producers’ durabls
equipment, for which no subdivision isnow &m&nﬁeﬂ, snd on Gov-
ernment purchases of goods and services in the same detail as pro-
pozed for current expenditures in chapter VII, seciions 2 and 5.

(b) Development of snatohing constani-dollar and man-hour esti-
TRates :

The comumittee suggests & cooperative attempt (among the Naticnal-
Income Divizion, Burean of Laboy Statistica, Agrienltural Market-
ing Service, Federal Reserve Board, and other interested sgencies) to
develop constant-dollar estimates of outpwt and man-hours for the
major nonagriculiural sectors of the economy in as much detail as

As indicated above, a congtant-dollar division of national
product by industry of origin and a corresponding distributior of
mau-hour employment: appears feasible at present only for a very
crude industrial distribubien-agriculiure, househeld and inatitutiona

t, and “all other.” The magor gap ie detail for ths rea
product of t.’ha]mnagricultural sector of the acunam% other than gov-
ernment and honsehold and nonprofit institutions, Considerable pre-
liminary work toward developing the desired estimates has already
been done by certain nongovernmental organizations, and the Bureau
of Labor Statistics has developed constant-dollar estimates of the net
nut[[:-;lut of ma,nufa,ﬂurinﬁnthat eould be adapted for purpeses of real

roduct measurement; Ferther exploration is still necessary, and will
furthered. by the recent formation by the Office . of Statistical
Standards of an Interagency Committes on Production and Produc-
tivity Estimates set up specifically for this purpose. The 1958 meat-
ing of the Conference on Regearch in Imcome and Wealth, which will
be devoted to conceptual and statistical problems in the estimation of
real ou‘ﬂ::-lut, input, and productivity, should further coniribute to this
end. ese studies together with prior work should provide the
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foundation for development of the desired current real ouiput esti-
mates in considerable industrial detail by means of the copperative
pm recommended ahove. - R : _

eedless to Bay, & Tatio such sa net output per man-hour does not
provids a measuze of the contribution of Jabor t¢ output. . Eventually,
tt ‘would be desirable -2lso to develop mensures of the capital input
in each irdustry, but work in this area has not reached as advanced
3 s_%as that on the measnrement of real product and labor input.
For this reason the commitiee has em izad the latier as the primary
areas for the development of official estimztes st the present, KElge-
‘where, however, the commities in recummendiqﬁlwork on the develop-
ment of estimates of real -:E.plta.l stocks, and with substantial progress
on the stock estimates, the development of estimates of current capital
irput might become feamble. _ ' ,
(¢} Devclopment of edditional privo indexes : o

A series of conferences should be initiated ameng interested users
snd g:‘:dum's to review the present constant-dollar estimates, to sur-
vey the needs for development of additional price data and indexes
for use in strengthening and extenfling constant-dollar estimates of
both national product and input-ontput data, and to recominend an
mtaﬁ'mtad for meeting these needs, .= _

Though lazt among the major recommendations for the longer
run in the preceding p phs this is in a sense the most urgent. A
review of the sug, i3 clearly necessary to the axtensions of
the constant-dolisr esiimates recommended zbove, Moreover, it Is
basic to improving the quahity of the present estimates—estimates
ihat have not jat%ean sgﬁ;ﬁﬂtﬁ& to a thoroughgoeing review and re-
mmmﬂmh%ﬁmaﬂmm_nf&am
which are believed practicable in the near future. - .
. The present annual constani-dollar estimates suffer from some
Important shorteomings. While some of these are more or less
m?iﬂ_fal‘irle, a3 n% uuga?iuia gimply to the {:Etd t}mt the price ﬂgtu
and indexes A agsem or purposea other
than the deve?npment of constant-dollar estimates of national accounts
data. If the latter were re izad as an explicit ehjective, substantial
improvements might be &fm ] )

The price data presently uzed in danvinf'mnsbm[:e:lollnr eskimates
do not provida comprehenmyva co of the various commnodities
and services includad in national product. This is &l‘ﬁﬂﬂlﬂ.ﬂ}' troe
with respect to piroducers’ and eonsumers’ durables, Government pro-
curement, snd certain types of consumer and bmsiness services. 15
Inck of date forces resort to s number of compromise solutions. In
some -cases the price movement for zalected itams is imputed to an
entire group, a8 in the case of the special industry machinery ca
of producers’ durable eguipment; or the price movement of o :
ir & certain geopraphic arez may be imputed to-other aveas. ile
such. devices will always be necessary, it would be desirable to narrow
their range ng much as possible. Again, indeves of production costs
(htutal orolfamial] are sometimes used instead of price indexes, as in
the atea of new construction ;. or indicators of man-hour amfgllluymant
have been used to extrapolate the base year expenditure & par-
ticalar dl%v'roup of iteme, as, for example, in the case of Government
sxpendifures for employes services. techniquoes, as the Wational
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Incoms. Division stresses, fail to allow for productivity change and
in some cases for changes m profit margins. R
- If more price data of the prgﬁ&r were assembled it would be
P ible tdo] constraet constant-d t;lr e i tgis.fn:i;;mwer :;a}a }
expenditure than at present, thus orng range of Imputa-
tions necessary, and some cost or input indexes might be replaced by
price indexes proper. In addition to sssembling new dete on final
expenditures, it would be desirable to inerease the eollaction of price
data on materials and other intetmediate products purchasad by pro-
ducers, and also o extend the bkody of data collected on & quazterly
basis, This would facilitate implementation of some of the exten-
gions ir the constant-dollar estimates recommendad above. Aftention .
should also be given to the advantages and limitations of hypothet-
ical price indexes for products which change materially in their
makeup over a period of time, (Such indexes could be constructed
by assuming a set of specifications for a finished product and by tak-
ing pericdio teal bids for its produetion from a representative
group of ueerd. } T
Finally, improvement. in the constant-doliar estimates would re-
salt from ths construction ‘irfﬂprme indezes with weighis more appro-
priate to national product deflation. ‘At the present time many of the
price indexes used in deriving the constant-dollar estimates are
weighted with & view to some purposs, and thiy nacessarily re-
duces their usefulness in deriving the constant.dollar estimates..
Collection of more data and the conskruction of new indexes will no
golve all problems relating to the derivation of constent-dollar esti-
mates, however. Ior certain sectors of the economy it is diffienlt to
eonceive of & physical volumse measure, and the very comeept of “rea]l -
product” seems called in qoestion. This is articularly true with
ect to the treatment of financial services, domestic sarvants, non-
prafit institations, and servicss of Government employess. At pres-
ent cunstant—dg]ﬁar esﬁmatéu 1im' maost of thfﬁa Sﬁ::m ars gmived by
axtrapelating the current-dollar fignre in the base year by n series
on. factor jnput in the sector, & techpigue which involves the very
questionable asmmption that productivaty change iz zero® .
Some efforts have already been mads te go bayond a mossure of-
factor impat in treating these seciors. Yn some countries an atiempt
has been mada to develop direet indicators of physical volume of out-
pat; for example, changes in the volume of hospital services have been
mmjmredr[lgg ges in the number of people receiving medical at-
tantion. a shorteomings of this approach are chvious; the matter
therafore calls for further loration. Other investigators have
sttampied to measure volume of real ontpnt in these sectors by adjust-
ing messare of men-hoar nput the %roductivity change
Zc%giztemd in analogous sectors of the economy, though identification
of an analogons seekor would clearly be diffienlt. ' Indeed, several com-
mittes mem favor the adoption of this treatment at the presant
time in estimating the real volume of output in the Government, sec.

= Thiz & wot troe with reagasd te Inancial ssrvicap. Hooater., the Drotedura fallomad
ln deriviog cooobiné dollar eafimates of these percices ars rather Hllemlé b Intsrpred.
For m.n:ﬁe. in the cone of Ufelosuranes mmpn:nla%in ohtaining the physlesl wvolama of
serrices, the gervles prewldsd in broken down Intoa the fneoranes nnz gnﬂmt o
nents, apd tha former la éxtrapolated by the dollur volowe of lnsurance n forge, duﬂm
bf the coppamarn® price Ipd«y, while the Jatter 13 sxtvapolatsd by the total adnitied aomis
#f jnmranee compankes, aimilarly defdated, ) -
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tory on the d that de&mita the shortcomings the error would
be tha involved in the present procedure. :
It..is obvicus that 2 deal of further work i# needed before
sgreament can be reached on reliable measures of constani-dollar out-
Entifur these sectors, and the committes recommends that. these prob-
ms be subjectad to intensive study both within and outside the Gov-
erriment, ¢ Conference on Research in Incorne and Wealth might
wish to consider this as = special topio of stady in a forthcoming

4. SUPPLEMENTARY RECOMMENDATIONS RELATING TO CONESTANT-DOLLAE
ESTTMATER _

(a). Development of constani-dollar income esttmaies for different
- groups in the population ' i _
Thers remzins one major type of uze of constant-dollar estimetes

which the foregoing set of data would not zerve, namely, comparison

of tha level of economic well-being of different gronps m the popula-
ticn. One wishes to know, for example, how naticnal income is
shared between persons in fzjglr atd low-income groups, between the
farm and nonfarm Dﬂ]aﬁm}, and among members of the population
in differant parts ol:i couniry, and what changes are taking place
in the shares of these groups over iime. Such information, when
considered in conjunction with date on the changing numbers in these
groups, is important in appraising the performanrce of cur aconom

and in formuipting public policy. The estimates previonsly dlacugseg
provide a bagis for determining the ¢hange in leval of economic
well-being of the populaticn as a whole, bai not for these different

groups within the popalation. . .
The distributrons of personal income by gize of income and by

State, published by the Nationgl Tncome Tiivigion, and the estimates

of income of the farm and nonfsrm population, published by the De-

partment of Agriculture, provide an importent point of d re for
answering these questions.® They suffer, however, from the defect of
beinig in eurrent-dollor terms only. It i possible, of course, to con-
vert them to constant dollars by use of a national price index, such as
the implicit price index for personal consumption expendit and
this is sometimes done. Bui conceptually this is inadequate, for it
fails to allow for the pessibility that the price level and trend differs
among varions groups in the population, and therefore that the eur-
rent-doilar shares of thess groups {(which, of conrse, wonld remain
anchanged if a national price index were used as a deflator) differ

from their “real income” g .

There is at the Pmsm:&tl'}tdmﬂ E0me infdrmtﬁﬁ on tlljilaa rica-laTv]fl
and/or trend experienced by warious groups in the population. ®
Ceonsumer Pnﬁgplndax of the Bureau of Labor Statistice xefers essen.
tially to the prices paid by wage and salary earners in the lower and
middle inmmg‘gmups ]i?lﬁg‘ in urban comemunities, and the Depart-
ment of Agriculture compiles indexes on the prices paid by farmers

o In pasgiog it may ba noted that there wounld be gome merit from the polnt of vlew

of conVenietes to osTE 10 Incorporating the farm-nobferin pabfntes in the aatlopal 1o-
mnd}-illeuﬁnm nacemary to ahlfe to tha parsonel-dteome

n inco
0TS - J0 t with the faw
SRt i Nagha come Dirhion xfimate oF fbe Gufribuccn of satiael noms

u b EaEER, utrpaEs SR
13.':. Inte meconnt meotoa Actriting th the form poppintlon from BODAEHOEIEral sonbees
and, conrersaly, for the nenfarm popolation.
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There have also been one-time stndies of price differentials between
rural and urban areas snd of differential price tremds in the varjous
Stotes, DBut much needs to be done to improve the comparability
of such indexes with the income categories distinguished 1n the na.
tional income aceounts and to A1 in gaps fuht;goups. in the population
not presently coversd, The extent to which development of con-
tinuous indezes stretching at least from 1929 up to the present would
ke desirable cannot, of conrsé, be determined in advance, but depends
on the extent to which signjﬁca,nt price differences are uncoversd as
u result of such studies. ' .

An additional conceptua) difficulty arises with regard to the &:muun
of whether and how part of personal income uged for Pay-
ment of taxes and the acquisition of intangible assets should be de-
flated. The comnittes, recommends that the Borean of
Labor Statisties im conjunction with the National Incoms Division con-
sidex this problem as well as the possibility of devéloping price indexes
relating to the personal consumpiion expenditure of variges income-
raceiving groups in the population. Some further comments slong
these lines appear balow (secs. IX 2o, TX 8e,and X 14}. co
(2) Constani-dollar estimate of net az well as gross notional product

This wonld require the davalogmmt of an estimate of capital con-
sumption allowances in constant dollars. The commitiee recommends
in chapter VII, section 5, the proparation of supplementary replace-
ment cost estimates for capital eonmmmption allowanees which pre-
gup constant-dollar estimates, Onee these are available derivation
of the net product estimata will be a simple matter of subtraction from
the deflated gross product total. Smuch an estimate would be useful
in providing a betier approximation to the real net output of the
economy by exﬂlumfrﬂm the final product total the estimated frac-
tion of the capital used up in current prodection.

{2} Paﬁqgf%eiyhﬁﬁg of the consiani-dollar estbmaies

It is slecamae that the degres of magﬁ:hown by a constant-dollar
measure of gross national prodnet will be influenced by the choice of
the weight- year, For example, if relative price and physical
volume movements of individoal commodities are negatively corre-
Jated—as is often the case in the long run—then the rate of real outpat
growth will be greater if the weight-base year refers to sn earli
rather than later date in the pericd. There is no nnique solution to
the choice of the weight-base year, though some an;‘ljrslx prefer g
more recent date, sinee 1t is mote consonant with current experience,
When first published, the coustant-dollar estimstes of the National
Income Divmsgion were in 1930 prices, but they wers subssgunentl
_ﬂiﬂiﬂd toha 193‘:’ pricuémaa& The tgmnmittee favors the use of fix
base wetght indaxes and endorses the policy of periodic reweightin
iz terms of more recent year prices. _Iliﬂl]m favors the occasional mg-
computation of & recent Year catimate In prices of an early yenr for the
parpose of analyzing the influence of the choice of the base year. I1f
possible, development of constant-dollar estimates in 1929 prices for
selected years would he helpfn! for this purpose, but such an esti-
mats is of low priority compared with other needs.

40 0F Nathan , Farm and Urban Purcheelng Bowsr, Studies in Theome and
“Woalih, vl 13 uxnﬂm&gnu rwits and Clarenss B. Biliinga, int Al DHifsron ol
lo Per Caplta Esal Inéome &up. Studles I Iocome tnd wmfhfm. - y

L]
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(&) Emtension of the vonstond-dollar estimales baok of 1089

The committee recommendsa elsewhere the extersion of the current-
dollar egtimates back of 1929. A siwilar éftensien of the constant-
dollar geries fm;f;rgm' national product and the principal a diture
components is tlso recommended. Not only would such dats bs of
interest for a cloger study of economie growth in this country, but
it wauld be usefnl in proﬂdlniln broader base for com ‘than
the presant initial year, 1929, which from many points of view wag an
exceptional oné. T '

(¢} Preparation of & special supplement on constant-doller estimates

At present very little is published on the metheds and sources of
deta underlying the constant-dollar éstimates.. Preparation of a
supplament to Survey of Current Business presenting informa-
tion in substantial detail is important for the proper intarpretetion
and nse of these estimabes. -

(£} Other proposals . o _ )

A number of other pm]posa.la relating to the constant-dollar esti-
mates were eonsidersd of lower prioricy, becanse insufficient develop-
mental work had been done to merit their being undartaken on an
officinl basis at the present time, or hecause the quantitative departure
from the present or proposed estimates wonld be small.  Among these
were the development of constant-dollar esbmates of factor inpuk,
obtained by adjustment of the current-dollar incoms estimates by in-
dexes of factor rather than of product prices; and the development
of constant-dollar expenditure estimates valued at factor costs as well
a8 ab markes prices,

The comamittee also considered the question of developing constant-
doller estimates of certain finaneial Hows, for example, al sav-
;J_nEF and undistributed corporate profits. Since these flows do not

ate to identifiable prodoct magnitude, the choice of a price
index for adjustment to constant-doilar terys seems essentially arbi-
trary, and can be determined oply with referemee to the partienlar
purpose ot hand. If, for instance, the gmount of saving supplied
In recent years shuu]éldbﬁ compared b;rith %fat of the twent.i(ela, oné
might te present-dollar fgures by use of a composite index re-
flecting the price messurement of investment goo:igﬂ particularly

weers’ dutables and constrection. In this case, we meamrs the
ability of saving to finance investmants. For other purposss, other
indexes may be more appropriate. For instance, if we measure pri-
vate saving 4s a reserve Fm: old age, or for financing children’s educe-
tion, or for the case of serious i different methods of deflation
would be warranted. The gommities believes that the selaction of the
ﬁmﬁm deflators must ba left to the anslgst nsing the data.

refore, the committes refrained from recommending any sttempt
to develop a general price deflator for raving, :

Crxarrer VI. Seecrrre Promews oF MLy Aocoowrs
!. THE PERSONAL ACCOUNT

The parsonal segment of the pationsl] income and product accounts
covers essentially the consuming publie, and re incorporates
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.vital information for the understanding of mpomifnﬁmmssm and
trends. At the present time, the persomal accouat includes wmainly
ths agtivities of individuals and families in their capacily a2 income
recaivers and consumers, In edditicn, it inckades nungb t oTganiza-
.tions, personal trust funds, and private pension, health, and welfare

To make the information in the parsonal account more wseful, four
types of revisions and additions to the estimates now prepared shounld
be made as soon asthe data permit. First, the account should-be de-

" consolidated in supplementary tables to show seperate figures for
households and institutions and, within the howsehold sector, data
shonld be shown separately for nonfavm houssholds, farm househoids,
and other honseholds, Secondly, estimates of the purchases, holdings,
~and depreciation of durable assets of honseholds (inclading homes,
automobiles, and major household alflﬂianm) should be prepared in
both current and constant prices, dly, supplementary informa-
tion should be provided on Tealized sspifal gains and losses, And,
fourthly, in connection with the davelopment of the national balance
sheet, -it. would be desirabla to havs periodic estimates of unrealized
capital gains and losses. < _ : .
{a) Treatment of nonprofit organizations and funds

Sines the personal account shows the transactions of the persons
-and inetitutions in the personal seetor with the other sectors of the
aconomy, the income receipts of nonprofit ﬂ%animtians, reonl
trust funds, ond private pension and related funds are included in
personal receipts, and their purchase from other sectors are included
in peraonal consumption expenditures.  For the sama reason, trans-
wetions Between households and nonprofit institutions {except wages
paid by these institutions to houssholds) disappear al er from
the present national accounts.

The troublesome feature of the present praciice is that the non-
profit organizetions snd finaxeial institutions included in the g:—
sonal account are ized primarily to provide services, so that
they cannot be regarded as consumers. Moreover, even the treatment
of cial intermediaries is not entirely uniform, ' The production
activities of mutual finamcial intermediories, such as life-msurance
companies and investment funds, are includeéd in the business sector,
but tha net inerease in equities in gmeh institutions sceruing to indi-
viduals is, by a process of imputation, transferred to the personal sec-
tor.® On the other hand, nonprofit organizstions, personal trasts,
and private pension, health, and welfare funds are included entirely
in the personal secount, so that their current-seconnt activities (re-
garded as eonsisting solely of the payment of wages and ealaries) are
cornted as income originating in households. As a result of this
rather complicated treatment, all savinps accumnlated for the bene-
fit of individuals, either in their own accounts or in the accounts of
funds or mutual financial intermediaries, are counted as personal
saving. _
ot ol Reness I pushads o o Syasment il un o el of 0 maedy

“E[nﬂulﬁ'?pmhuma nod cther renditanees pald by jodivideals to Hiz-dnsaronce com-
Bre (renict Da ChgDCh. £ “"?ﬂ?&‘:ﬁ‘&’ﬁﬁ%ﬂ% fudfvidada ant bace rs smtties

fromh the AcchODbY, ood inoms sl OF oYpelsnoad of thefse fmtermediaviea mra
treated 08 12 ther were lncome end piRrchasan, reapoctyely, of houngeholda.
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Threa possible approaches were considered hy the committes to
rexnedy the deficiencies of the present trentment. - e
First, the present coverage of the persenal account might be re-
teined, but personal trusts and privete pension, health, and welfare
funds conld bo treated at life-insurance companies are treated st the
present time. The ﬂ::mglﬁtud%a shown, n.:lhr personal li:imoma, personal-
consemption expenditures, an saving wonld remain as
are now, but the produciion m of the trusts and funds
be removed from tha personal account. To distinguish the incomes,
sevings, and investment of nonprofit organizations and financial inter-
mediaries from the mrmsgo figures for honseholds, it wonld be
necessary to provide additional supplementary tables showing =
breaizdown of the personal account between households and institu-
tioma. The disadvantages of this-abpioach are: [::g Nonprofit organ-
izations cannot be regarded as househelds and {») the motivabons
and operations of personal trust fonds and private pension, health,
and welfars funds are different from the motivations and operations
of households, . C -
Second, all nonprofit organizations and mutual financial institutions
now included in the parsonal account might be treated like businesses,
and the ﬁrestmt imputation of the increase in equities of mutuals to
honseholds elimingied. Althouwgh this approach wounld clean up the
personal account, it would be inappropriste to treat the savings of
nonprofit orgenizations, and particalarly of mutual finencial inter-
mediaries, in the same way as the undistributed earnings of
orationg, = . ' . .
ird, all nonprofit organizations and mutual {inancial institutions
{including mutoal life-mswrance mmﬁna.nim ‘and investment trusis)
might be ¢combined into & new sector having ita own articuiated ac-
count, The advantage of this epproach is that it would combine into
a gingle acconnt all mutyal financial intermediaries and other ingtitu-
tions not in corporate form mnm funds that belong te individuals
or that eventually are paid to in the form of pencion, heahth
or walfare bonefits, However, this improvement would be obtained
ot & substantial price, gince the addition of 2 new artienlated meccount
would complicate the national income and product tables and wouald
uire the estimetion of some crossflows between the new account
and the other noccounts which have rﬁhﬁ'ﬁﬁf little practical signifi-
eance, although other crossflows that would be shown for the first
time are of considerable size and intersst.® :
Although = selution that would satisfy ail theoretical as well as
ractical requireiments is net possible, a muléieon:ly of the committes folt
t, on balance, the first approach should be adopted. 1n arriving at
this decision, the majority was fully aware that the third approach
would provide an accounting strueture that better fits the ities of
the Ha.gop’s economic organization, However, it was persaaded that
the practical difficulties of setiing up » new articulated nccount ont-

0 aAm the complications created this galnftion ere the following: (1) A esparaia
Iine wuunﬁupur in the prodoet txhla ghowihy the Imphted Tilos of the m{-ﬂ?aeq mvided
witlﬁ:ut chatgs by nopproft imgHintaos: (2 m-ﬂtum that n:z dowr i‘neln{;f [T
s gha tokal in ﬂermm]-mnmnptlnn axpaniditores {a, ., the cost of sfocation provided by
nuﬁpmﬁ;ﬂ?u and collagea) :muld be dﬂ:ﬂ“ MMJ ﬂmr'fomm mpmﬂiburﬁ
and ex uTEa nonprofit prganizatlobs ; B trangfers m EOTArDIment &
bralnein to nunymﬂ crganizations and Lastitntionn would Tuve ta ba uﬂn inta acconnt
explelily o cecapciling pross aativaa] prodact and persosnel doposable Inceme,
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weighed the advantages that would be derived, particnlarly since it is
possible to provide adequate breakdowns to permit the separation of
the activities of institutions and households. Moreover, the trensac-
tions of the institutions and mutual organizations that might be in-
cluded in the new account, thongh important, ave small relativa to the
totals for the economy as a whole. - Finally, no other country has a
separate account for nonprofit institntions and mutual organizations,
so that the change would not contribute to internationsl comparability.
Accordingly, the only change we recommend is that personal trusts
and private pension, health, and welfare funds be ireated as life-
insurance companies are now treated. However, we strongly urpe
that separate receipt and cotlay tables be prc:wi&ed, at ewst cn an
annual basis, for each of, the major categories of organizations in the
personsl account—particular] gor the finsncial erganizetions on the
one hand and for institutions churches, labor unions, foundations,
and colteges on'the other—so that the nser can make the combinations
that best meet hisneeds. o L
There are no very serious statistical difficulties in obtaining sepa-
rabe data cn the receipts and ontlays of nonprofit organizations and
private .&)lensmn, health, and welfars funds. The commitiee recom-
mends, thereforw, that this be done immediately. However, the duta
on personal trusé funds are siill too poor—particularly for the funds
rot administered by banks and trust companies—and not suficiently
surrent to make this separation feasible at the present time. When
data gre available—and every attempt should be made to obéain them
in the near future, in the interest of providing the basis for more
adequate snalyses of the capital markets—the receipts and outlays
of ‘personal trust fundsimnt lenst thoese administered bylinnks and trust
companies, should also be shown separaialy,
¢ committes hag alne consideted the possibility of transferring
the Government retirement and other employee trust funds to the
personal account, since the operations, ak Yeasi of the State and local
government retirement funds, are fuminmenta]ly gimjilar to the :
tions of privete pensien, health, and welfare funds. Wa baliave, E ow-
ever, that, on balanca, it would be desirable to keep Government re-
tirement funds in the Government mcﬂuui,h]:a.rtiﬂ arly those of the
Federal Governiment. In the firsi place, largest of the Govern-
ment funds—the Federal old-age and snrvivors insurance trust
fund—is aufficiently different from private pension funds to warrant
separate treatment. In the second place, transferring Government
funds to the personal account would iniroduce siill angther deviation
between the official figures on cash receipis and exFendlturaa of Gor-
ernment agencies and the corresporiding figures for Government in
the income and product accounts.  Moresver, the receipts and outlays
of Government funds are already shown zeparately In the national
income supplement in sufficient detnil to permit interested users to
treat like private funds all Government refirement and other em-
loyes trust funds (including Federal, State, and local fuands) when
ig is preferable for their purposes, _
(b)) Mlassification of howseholds
Eventually, the national accounts should provide separate esti-

mates for the transactions of ab least three major groups of households
in the parsonal sector: {1} Households of farm entrepreneurs; {2)
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houssholds of nonfarm ang;pmnmm (inclading, and possibly sepa-
ﬂwﬂ households of vampl_?ed professionals) ; and {3} ﬁﬁar
households, i. &, primarily those of wage and salary earners and re-
tired perao: fInfor‘ tunately, data are not yet available to make such
asnbtﬁasm.ﬁ' cation to asatisfactory degres o % R

A first step in this difection has, however, been taken in the survey
of farmers’' expenditures in 1085 h¥ the Department of A lhave,
which, on the basis of a samiple of farm households, provides an esti-
mate of farmers’ personal and business income and expenditures. The
committee endorses the attempts of the Depavtment to put this survey
on an annual basgis, and urges that the resulés be ma,ga' available in
time to be used in hm preparation of the annusl nati ineoms and
product estimates, i. a., 06t later than the middle of theffear. ™ Yat/on i g
- Diffieulties are admittedly much more serious in the case of nonfarm
mtrepﬁ':naurml familtes, even if no effort is made to separate businesa
from honsebold activities, (See discussion in ch. V.)- No attem
that has ag yot been made to obtain income and expenditure data for
this group of economic units has been really suceessful. These units
are, however, 30 important for many aspects of nationzl accounting—
not to speak of their importance for economic and social polic
thess gttempts must be continued and, indzed, must be accelerated and
intengified, a= will be stressed in cha X1, section 2 {a). Until
satisfactory data become svailable, all nonfarm households will have
t0 be retained as a sector of ihe personal account without distinction
between entrepreneurial and other nonfarm families. :

So long as thete is reasonable hope of obtaining data on nonfarm
entreprenenrial families, the committes iz loath to recommend as =
compromise a shift of business incgane and expenditures of nonfarm
enfrepreneurs to the business sector that would involve estimating—
rather arbitraxvily—proprietors’ withdrawals as the bulk of nonfarm
entraprenents’ income in the personal aceount.

Another breakdown of the parsonal apeount that is important for
econornic analysis is a classifeation, by size, of family income. The
available size distribotions ave based, to 2 large extent, on m
data, and a sphetantial efford should be mede to 1mprove the stalistics
underlying them. Our recommendsations for making the necessary
improvements are contained in chapter X, where the problems of con-
structing incorne-size distributions are discussed in some detail
(e) Treatment of consumers’ durables _ ,

Outlays on consnmers’ durables other than houses are now treatod
85 emrrent enditures and, hence, are not taken into account in the
calenlation of saving or capiial formiation. 3

- Some members of the committes regard this freatment as unsatia-
factory for at least five reasons. First, treating consumer durables
as current sxpenditnrés runs connter to the prinaiple that whatever
is regarded as ]ﬁ;l;rt of reprodncible national wealth—and few would
exclade items automobiles, household appliances and furniture—
must also be included in capits]l expenditures. Second, since the
sarvices of consumer durables outlast the pericd in which they are
purchasged it may be, and often is, misleading snd exagrerates fluctua-
tions in actual consomption if a year’s ases sTe equated with the
services of the stock of consumer durables. Third, ezclusion of con-
sumer durables from capital formation violates the principle of invari-
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aneo,  As consumers switeh from patronizing streetears and com-
mercial lagndries to the use of their own automobiles and their own
washing machines the nationa] accounts register a decline in capital
formation th in reality nll that has shifted is the ownership of
‘the stock of urban transportation or lsundry serviees. Fourth, one
important category.of consumer durables, housshold machinery, has
hecome so0 mich an integrated part of the house that a distinetion
between the bare frame of the house snd the equipmeént in it appeais
to be arbitrary. Fifth, consumer durables are often bonght on credit.
To regard an increase in debt on consumer durables as dissaving but
not to include the acguigition of the durables themsetves in saving 1s
not; likely to fead to figures useful in the analysis of the saving precess
or tha capital marleet, ' o

In all these rezpecta consmmer durables appear to be antiraly smilar
to owner-oceupied hemes. These, however, are capitalized in our
present national incorae accounis, i. e, are excludad from current
expenditures, but instead, depreciation allowances are added to cur-
rent expenditures and estimates of the use value (equated to iroputed
net rent} is sdded -to consumer income. Mortgage debt an owner-
occupied homes is, of course, treated aga mm&-:;nlmtuf dissaving. The
gornmittes minority woeld like to see the basie economic similarity
between the major consumer durables and owner-occupied - homes
TEC0 by equality of treatment in the natioral income and

uet accolnts. - ] :

The majority of the committes, however, falt that it srould be bettar
tn leave the acconnts as they are on the ground that the change woul
on balance, lessen the usefulness of the basic figares for purposes o
sconomic analysis. In the first place, many iteme puerchased by con-
suwmers last more than 1 year (e. g, potz and pans, linens, house
furnishings, tennis rackets, clothing, ete.), and it would clearly be
undesirable to regard many of them as capital expenditures. Any
dividing line that would be drawn between goods bought by consmmners
that should be capitalized and those that should he treated es enrrent
expenditures must inevitably be arbitrary. Second, few consumers
regard their ontlays on durables as spvings. Thas, most paople wonld
find it hard to interpret a figure for consumer x itures which
excluded outlays on an arbltra%}ist of durable goode and included
depreciation on such ird, the fact 80106 CONSUMAT
durables are porchased on eredit hardly distinguishes thase consumer
purchases from many others. In recent years, eredit for finsncing
the purchases of services and gocds that ave now classified as non-
durahles has risen skarply. From the sta.nd‘goint of setting :ﬁ bal-
ance sheets for households, it would ba imposaible acenrately to allocats
eonsumer debt (otber than mortgnges) to particnler assets except
on a rather arbi bagis. Finally, it would be passible to show 1n
mplmﬂntm*y tables the purchases, stocks, and depreciation of

eted consumer durables to enable users to treat them ss capital
expenditures, without impairing the simplicity and elarity of the data
on conswmer expanditares.

Although the committee is divided on the appm‘}.]ria,ta treatment
of consnmer durables, it is unanimous in recommending that the na-
ticnal income end product tables should prowids an integrated set of
estimates of purchsses, stocks, and depracistion allowances of the
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meajor consumer durables. Thiz would enable ugers who so deaire to
eslculate & broader measnre of capital formation anc;gmnal saving
than is now currently svailable, Users who want also to allew fof
the use value of the stock of conemmer durables to complets tha paial-
lelism with the treatment of owner-ocenpied houses would, lipwever,
still heve to make their own estimates, as the majority regards thiss
a8 too speculative to be undertaken by a Government agency.

(&) Lreatment of capital gaina and losses ... _

Some very important problems are posed by the treattaont of
capita]l guing and losses, Eoth. realized and unrealized. Since they
concern mostly the personal seeount, though thay also affect the busi-
ness and government sectors, they are treated at this point in the

At dgﬁe&ent, realized and unrealiced cepltal gains and loases are
excluded from the national income and preduet nccountz—as welk as
from other segments of the of nationaj accounts—on the argu=
ment that capital gains and losses do not reflect ontput; HoF can the
be regarded as transfer payments. {The latéer in tion woul
be possible.only in cases, snck es g’;mbliné ins and in which
ohe pArty’s galn must be at least balanced by sncther party’s loss.)
This treatment may satiefy those who regard the national segornts
exclusively as a measure of cutput of the sconomy. It ia dificals
to reconoile with the fact that both vealized and untealizéd capital
gaita and losses may, and probably do, affect the hehavior of con-
sumers and producers; and with the further, and possibly more sig-
nificant, fact that realized capital gains and losses represent agditions
to or Teductions in recipients 3 ing power w]lJ'J?Eh'are qQuilé simi-
lar in distributional aEact and in gome, but not all, other respects to
their urmna:i_mcmm. : - .

Althongh the committes does not recommend a change in the con-
cepts of natiopal income and preduct, we sogpest that an effort ba
made to provide estimates of realized apd unreslized cagital gains
and losses in view of their significance for many t ol ecomomic
bahfauvior and analysis, bothd 111; the shﬁ;f. ﬂ;a:d- in the umgfmn, 0g well
as for economic policy : and, bacauss o importance of the figures
for a mmmi]iafgzm gai:ween cummlated current zaving and nhangea:
in the cuxrent value of assets and net worth, :

We reocommend, therefore, that the National Income Division
should develop estimates of realized cupital gaing and osses for sach
sector, distingwishing the main types of assets on which such gains
and losses arise, L e, primarily corporate stock, real estate, and in-
ventories.  (In the latter case, the necessary astimetes ars almady
being made by the National Income Divizion in the form of the in-
ventory valustion ad?'[l:]shnant.]l The main source for these estimates
will be Statistics of Income, but more detailed tabulations than are
now available will be needed. These estimates will have to be pre-

axed in such a form that they can he combined with current income
in the computation of & hroader concept of income. The preparation
of siatistics of income including end excluding capil:alp gains and
]laq;sigs is p?irticul?rljr important for distributions of personal incoms
type an siza, : :

Attempts :Enuld. also be made to develop estimnies of unrealized

capital geing and loases, possibly by the arganization which will pre-
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pare national balance sheets. These estimates should be made for each
sector distinguished in the system of sccomnts and for sach of the
major types of asssts subject to substantinl fluctoations ih value. This
would exclude olaims and liabilities ha & fixed value i colcula-
tiong are carried through in current prices, but would have to includs
them if the estimates are expressed in constant values because in that
exse unrenlized enpital %ains and lesses will arige aleo for asseis and

iahilities which are collected, or discha af face value. All thesa
estimates of nnrealized capital gains and losses will necessarily have
te be very rongh; but they are nnﬁrt:nnt enough, & g, for the ex-
plauation of in i tion of weslth, to justify the
effort to tie them into & eystem of national accounts.

2, THE COVEENMENT RECTOR

(e} Conceptual prodlems
{1) Fovernment domesgtic interest paymentz—1In the United States
of national accounts, in payments on the Government

abt are excluded from the incoms and product total in the same
way a5 transfer payments. While fow s regarding transfer
22 , there are substantial differencea of opinion concerning the
treatment, of interest payments. The committes has not iried to pro-
dues a final theoretical solution of this problem. We are setting forth
first arguments advanced for treatmyg (Government interest payments
like transfer payments then arguments for regarding el interest pay-
thmmm th::su fac af COBLS, W:‘ll_;li& the committse was not unanimous on

i retical question, greal, majority agrees in its practical
recommendation which will he presented later in this s-mtEmn.

The following is the trend of thought which leads to the treatment
of Government interest like transfer payments.? Transfer m}paﬁ:nts
are excluded from gross neticnal income and product totals g
these payments have no connterpart in the production of goods and
services 1o the same accounting period. The criterion does not d d
on whether or not the relief recipient or the veteran haz “earned”
payments by his previous services, but rather on whethar these pay-
ments were received in the m:muntmi- period, withont a eorrespond-
ing production or servicein that period. = .

gimilar reasoning hea been applied to the inferest om the war
debt. Both wiih regpect to the care of war veterans and the cost of
hurmw;:;ﬁ an argument could be made that thess expenses ghould be
consid in & computation of the costs of a war. Nevertheless, after
the war is over, paymenis to war veterans and payments to the liolders
of war bonds are made for 4 servies in a pericd of the past; there is
no connterpart in production during the years when these payments

OCCUT.

The suggesiion that inierest payments on the war debt should be
treated transfers originated in the post-World War I period, It
was aTgued that the inclusion of interest on the war debt as a part

M Epme theorimis dave Gkan the lﬁﬁltlnn that il lnl:ﬂ'eﬂ&urmw by prodncers are
sReeatially ks dividends, 1. &, o detrlbation of profite. In cthie vhew it Might e proper
to eonsider bath interest and diridends me iraosfera o the %ﬂ; of astopel econome
aeoibin 3 vernn;?t Intereat wonld thén Al be viewsd in light and eonnsldeted
an & redletribation of Iesome calleetsd by taxes, Conau lntgregt im mmoh 4 thmrr&lld
sdther he derad 55 & trangfer or A payment for apa berwioes, the
cotnmmitive A mot actepbed this e of renssning.
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of national income wouid lead fo sheurd resuits. * Could one say that
a country becomes poorer by mroidin% or redesming a war debt by
high taxation or wiping out a war debt by inflation, repudiation, or
currency reforin? E)r could one say that a country becomes richer
HE it raizes the Interest rate on all war bonds? , :
Cortainty, all such measures would affect total produetion of goods
and services favorably or unfavorably. These eflects are measured
by the vsnal estimates of total income and production. In this view,
ere 15 no additional effect which should be measured by eounting
interest payments on the war debt ns o payment for a current factor
of production. ' _ S
The question must then be asked why are interest pagﬂmants o
e. g, bonds issued by an industrial enterprise included in the nation
incomé and produect fotal? The renson iz that generally there exiat
ihle assets which have been financed by bonds and these assets
eoniribute their services te prodection during the period when mter-
est i3 paid. . Thus, there {8 in this case, a simnltaneons counterpart to
production which wonld be neglected if interest payments on com-
mercial debt were not included in income and prodoeticn totals. This
is apparently the reasoning why the National Income Division makes
the distinetion between payments of Government interest and private
interest. The assimilation of Government interest to transfers thus
Tests exclusively on the argument. developed with respect to the war
debt. ' How akout the interest on Governmetit debt issued for financing
agsets, sich as roads or schools or municipal waterworks that eon-
tribute services to current production ¢
Proponents of the opposite view, who recommend that a1l payments
for interest be treated as factor payments like salaries and wages,
do not face this dificuliy. They uﬁm in the most general way,
that ne Government or private indivi ual or business fiem is willing
to pay a price unless a service is rendered worth the price. Thus
the fact interest is paid proves that there must be a service per-
formed and that there 13 no need to search any further to find out
what kind of contribwtion to the national product haz been made.
Thosa whe argue for inclusion of all (Government intersst in na-
tionel product, but are not satisfied with the mere fact of market
acceptonce as justification for treating all Government interest as a
factor payment, have advanced two different reasons. Some have
suggestad that the ecommunity which approves borrowing for wartime
determines that it prefers inveatment in war to investment
in factories or roads, (Government interest payments thus would re-
flact the services of defenss and self-preservation arising out of the
war—services which might otherwise have reflected investment in
eivilian economy. If it i3 asked how much interest commitments
would be considered if war shoald bring defeat, proponents argne that
in that contingency the interest on the war debt wonld be comparable
to that on a business investment which turned out to be a Iailure,
If interest iz paid under those cireumstances, zo the reasoning con-
tinues, it represents the price which the community is willing ay
for an asset, namely, for avoiding the undesirable conseguences of re-
pudiation. ~The asset is the preservation of confidence in the Govern-
ment’s credit, ahd possibly the eurrency, which would be impaired
by repudiation in one ferm or ancther., This searns a fa ed
argument, bat it maintains the critecion that there ronst be soms use-
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ful, even thongh imaginary, asset corresponding to the dehé and that
&n interest payment is considered to he equivalent to the service of
at assel. . _ : I i
The second argument raises an even more fundamental question. Tt
denies the necessary spd direct relationship between finaneial ciaims
end tangible assets, between income and production. Rather, incomes
axe considered to be decived on the basis of cantracts, A worksr earns
his wage on the basis of ‘a contract, Even if he should {unnoticed
by the employer) idle on the job and make no contribution to produe-
tion, he still receives his wage. .An inventor who Ias sold a paient
may receive royalties under & contract even if it turns out that his
invention is not used. Likewise, an investor in private ohligations
scquires & elpim for Interest payments irrespective of whether or not
the firm haganscesded in makong produetive nge of the capital. There
is a Ialabtllluntsk.‘llﬂ; betwa;:hl incomes and mi}uctiun in the economic
rocess, but: relationship is-too complex for tss in disﬁnﬁ::'shing
Eatwem payments for factor.conts and transfer payments, or between, -
incomes received from current uction and transfer incomes. In
the lasi consequence, this view leads to the econclusion that matiohal
eCONMNiC ACCOUNLs can ﬂnldy depict the flow of funds and that it is
tutile to try to identify and separate the payments and receipts which
represent production of goods and services and their dispesition.
oz, members of the committes, while recognizing the logical con-
gistency of this position, believe that the purpozes for which national
accounts primerily are used cannot basarvadmeralybypmuin%aﬂow
of funds without relationskip to production and dsposition of gogds
and services, and that such s mere deseription of flows without dis-
tinetion of their economic characier doss not satisfy aven the require-
mants of business accounting. They acknowledge that relating the
flow of fands to &mduct.mn requites some more or Jess arbitrary
assumptions for which no more can be claimed then that they are
reasonable and nseful in ecomomic analysis. It is true that there are
exceptiong to the rule that intarest payments on private debt have a
counterpart in a conéribution to production in SAMe Accounting
period; it is also frue that the interest payments may not always ade-
&1%&1} reflect the real contribution to production. Ne eloss,
ere 3 po better and simpler method svailable for accounting for the
gervices of the assets financed by credit. The interest on the war deht
however is too large sn item—it i3 now or the order of 85 to 56 hillion
a year—to be considered just another exception to the general corre-
spondsnce of interest payments and continned contribution of an asset

to %ﬁ‘;d“m'
cominittee generally, therefors, does not disagree with the
rosent ice of treaking the interest on the war debt like a trans-
er. It cdoes ohjsot, however, to the practice of treating interest on all
other GGovernwent debt, particnlarly on the Stebs mﬁ loeal debt, in
the same way, Since by tar the largest part of the Federal dabt is the
war debt, it is not & metter of urgency to attempt 2 separaiion between
the part nf Interest gjma:qia which must be atiribated to the war debt,
those which must be atiributed to deficits in - corrent accounts, and
tho=s which reflect the acquisition of assets comtributing to current
national product. The committee is willing to seeept for the presant
the National Income Division’s treatment of Governmenit inferest as
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far a3 the Federal interest ga ents are concerned. The State and
local debt—approaching $50 billion—involves estimated annual n-
e D ety T pomiities racomiends, tharetora, thotth
ment does not apply. e commithes 0T, n
the future, the E:tterest'nn State and local debt ba treated as a
of the income and produet totals on the assumption that the ek,
the continning contribution to production of assets ﬁnamexi by the
issue of these - : s e .

This proposal is advanced as a practica) interim solution. It can-
not be regarded as the final answer becanss this solution still does net
sccount for the services of Federa)l aseis in and of thoss
Siate and local assets which have been financed by current revernes.
A final solution consistent with the treatment of interest in the private
sector would inclade that part of Federal interest Iﬁa]'me.nts which
conld be regerded as reflecting the services of Faderal asséts; and an
imputed interest payment for thoss State and local assets, on the
basis of the interesi rate actually paid for the assets which have been
firenced by borrowing. Such a more nearly mm‘Igata aceotinting for
the services of 23l Government assetz shonld be adopted only aféer an
inventory of Government assets has been obtained in connection with
a comprehensive nationa]l wealth and balance sheeb account. {(See
ch. ,5e¢ 2cand ch. XTIV, zec. 5.}

{2) Theireatment of Goverament iransfer peyments and 78
of Government snterest abroad —The present treatment o vern-
ment tranafers to and from foreign countries in the National Incoms
Division’s statistics leaves much lo be desired, At present, Govern-
meht fransfers to and from abroad are netied and included among
Government expenditares on and services. Govermment pay-
ments to and from abroad includs two kinds of transactions:
grants of fonds or drawing rights which essentially facilitate other
gountries’ imports from the country giving the transfer or from third
countries; and second, transfers in kdnd, o. g, goods given by one
government to another. - : '

In the case of consutner transfer payments, the transfer is recorded
as an incoms jiem or source of fumga to ths individnal consumers re-
ceiving the transfer payroent, and the resulting expenditures by con-
smmers are reflected in gross national product, If the seme treatment
iz followed for international government transfer payments, the trans-
retion would be recorded in the Government account as a iransfer
snd in the international firade account as 3 payment to sbroad. If
the transfer were in the form of credit or sash, the foreign munf:r_;
wonld be recorded as using this gredit or cash for the purchase o
exports, mmch as in the consumer account the recipient nges his trans-
fer payment for consumer expenditures. If the 'Sl:a;rment Were ane
in kind, the same fiction would be maintained, In the case of military
aid, exports wounld show the shipment of munitions as a transfer pay-
ment recorded on the other side of the ledger. TIn cases where the Gov-
ernment drew down existing assets, e. g, defense goods, it would be
necessary Lo show this as sales by the Government to abroad in the
Government aceount much in the way other surphis sales ave shown in
the Glovernment aceount. 'They would also, of courss, appesr as ex-
ports ta the countries receiving the transfer in kind.

By treating transfars by Goveinment to and from ahroad in
this menner, greater explicitness would be introduced into both the
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Government actount and the international trade acconnt : the axport
and import fizures would veflect the actoal movement in goods and
sorvices, and transfers would be shown in their proper role as part
of tha neing of sneh movements, - :

Tha prof change in the presentation of international transfers
in the Government account should correspondingly be applied also
to other transactions such as the payment of interést to foreign holders
of (Fovernment bonds. At the presemt time an inconsistency exiats
in the treatment of Government interest payments in the balance of

yments and the rest-of-the-world sccount on the one hand, and in
Ee (Government account on the other. In the international acecount,

yment of intorest, irrespoctive of whether on private or Government
g, is treated as paid for a sarvies; in the Govarnmenmt sccount,
it ih treated as e transfer. : : :

If we think in terms of & worldwide sysiem of economic acconnts,
Government interest paid or received should be treated the seme irre-
apective of the residence of the bondholder. For a national account,
however, one can see some justification for treating Government in-
terest paid to a foreign bondholder differently from that paid to a
domestic bondbolder. . . '

Neavertheless, in the interest of consistency, the committes proposes
that. p meome paid to or received from abroad be sphdivided
between ernment interast transactions and ail other property in-
coma transactions. (Government interest received from abroad should
not be included in the amount of export and service recsipts which go
to make up the %mpeﬁl;ncoma segment meluded in gross nabional
product {ef. ch. V). i8 recommendation is eomplementary to tha

that Government interest ec{mjrmmt:s, lilka all transfer pay-
ments, shogld iz general be excluded from Government purchases of
goods and services, bub that an imputed allowance for the current
sarvice of Grovernment assets should be made.

(3) The problem of intermadiate Fovarnment services.—One of the
most; difficuli mnc.a]itual problems of national sconomic accounting is
the propriety of including all Government expenditures for goods and
services as component parte of the gross national product. It has
been much debated n the guise of the appropriste treatment of “inter-
madiate’ (Fovernment pervices ¥ ) _ -

The argument is that soine Government services become embodied in
the value of private geods and sre counted twice under present prac-
tice, onee in the production of private gbods amd once in the value of

s and services of the Government. Without passing on the
retical merits of the casa the committee balieves that an attempt to

" diffexentiate intermediate from final product in the Government me-
count would give rise {o too many controversial questions of classifica-
tion te be embodied in the nesr fubure into ithe official national
sccounts. The committes alse iz uneerisin whether the rofinement
resulting from alimimatin%rm ible souree of double counting wonld
uutweig% the porsible in tion of additional sources of error,
After waighin%the arguments on both sides the committes thus decided
it could not endorss saperstion and exolusion of intermediate Govern-
menk services from national produet, ' :

Y Eee, & E. Stndles o Inwome and TWealih, vols. 3, 1637 ¢ 20, 1857 ; 22 {in press).

4351377 OmJR=——G
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However, the coramiftee recommends that an attemnpt. be made,
prefarabiy -‘by-:u. private rescarch organization, to work out, both in
general and in qnantitive texms, 3 separation between Govérnment
services whose benefiis acerve to the individuel consumer, nonprofit
private institutions, business, or other governmental ‘units, and those
services (e. g, national security, tax collection, and other administra-
tive expenses) which do not fit inte such classification by beneficiaries.
(nee such a distribution were anccesstully worked out, so that it-could
be kelpt up to date in the officia] national 2coounts, analysts would be
enabled {0 make their.own adjustments in the Government account
and in the national product and ineome total. S
A4y Current surplue of Government enterprizer and subsidiss—
The National Ineome Division's system of scecounts treats subsidies, -
1. e, moneiary grants provided by Government to private business
(including payments to farmers) differently from transfer expendi-
tures. The subsidies are comeidered to be inclnded in the gross reburn
of business, and, therafore, reflected in profits and farm Ineomes, A
eompensating dedwuction is; therefore, made in computing the gross
nadional income.: 'With this treatment of subsidies we do not disagree.

Howaver, the National ' Tnecome Division deducts the subsidies from
the current gurplue of Gevernment enterprises and enters only the
net figure in its national aceounts, with the result that neither sub-
sidies nor pmﬁts of Government enterprises are ahown separately.
The committee recommends that subsidies and profits (or losses) of
Government enterprises ba entered separately in the gross national
income and product account in » manner parallel to the trestment of
transier racerpta of corporate and nonmr&amtq private enterpricos.

The National Income Division justifies the preseni netting of sub-
sidies and current surplus of Government enterprise by the difficul-
ties in ascertaining the subsidy payments to Government enterprises.
We recognize these diffienlties, but recormmend that an effort be made
to obtain the data needed for s separate estimate of these items, each
of which is of interest ta the analyst,

{8) lassifoation of Government expenditures K

A fanctional classifieation of Government expendituies should be
developed which iz epplicable not only to Federal, bat also to Stats
and local government. . For the Federal Government the functional
classification system appears to be well developed. However, the
same definition for “nationsal defense” expemdifures should be uzed
both in the budget and in the national accounting clastifieation. Pro-
enrement for military foreigm aid should be shown as 2 speeial itern
under national defense expenditures but in such a manmner as to ;make
it clear that it is not included in the %ronsa nationa! preduct summa-
tion. TUnited States ropresentatives to internptional crganizations
should attemnpt to have the same definition aleo used: for purposes of
international comparison. If, for certain reasons, different classifica-
tion systems are needed for domestic p ses and for' Intérnational
comparison, a reconciliation should be published in the nationa) in-
gome supplement, o

Special analysizs D of the Budget Pocument separates current ex-
panditures, ontlays for aid and development p:m%;nms, and additions
to Federal assets. Wea proposze thet a similar classificaiion of Gov-
ernment expenditares be adopted for the national accounts. Some of
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the data in special analysis D are on & net basis—that is, capFi‘ta,‘l €x-
penditnres are shown after deduction of certain revenuwes. For the
national accounts, however, an attempt should be made to present, as
¥ar a3 posgible, gross outlays for the acquimtion of assets,

The additions to Federal assets chonld séparate those for defense
and those for nondefense purposes. Additions to defense assets shonld
further distinguish between: {¢) Military construction and construc-
tion equipment, (5) weapons “hardware” from’ bullets to battle-
smgzli:nd {¢) inventores such as stratagic le, ' .

¥s for nondefense assets of the Federal, and losal gov-
erpments shouid he subdivided by major fnnctions an the charac-
ber of the capital mﬁnuds aequired, particularly distinguishing acquisi-
tion of new ra;i ucibile amseis (skructures, equi t, invehtories),
existing ibla essets (e, g, land) and finsnciad assets. Granis or
guhszidies for financing additions to assete held b privats institn-
fions, farms, and business enterprises should be shown separately. .
The classification of capital sutlays should, as far as possible, doveisil
with the classification of the asset accounts (see subsection (o) below)
&0 that the assef account can be kept np to date.

The eommittes emphasizes that its propossl for davaln‘fning infor-
mation on the additions to assets of varions kinds should mot ba in-
tarpreted as & recommendation for setbing um capital budget. The
committes’s propossl aims at providing use ormatlon consern-
ing povernment transactions within the perspective of the sconomy
as 2 whole. Thera iz no intent to provide a breakdown of expenditures
which in itself leads to conclusions about the desirability of expendi-

tares or methods of ﬁna-.nning{. ]
In order to provide more detailed information, pa.lgtiﬂularg' for the
gg:puse of computing national input-output tables, it would be most
irable if Government expenditures (either on an acerued expendi-

tures or cash expenditere basis) could be classified by {z) programs,
and (&} dal:aﬂed%?’ect clessification. Tha object dami&nm%n ghnuld
fit in with the standand commodity classification (standard industrial
clnssiﬁeation%ﬂ:nd should give somewhat more detail than the present
object classification used for obligational authority in the ¥ederal
Budget. Such finer cross-tabulations should be of ralue for progress
reports on various programs. A& the same time, thay would permit a
more detailed aconomie analysis of (Fovarnment cparations and wonld
ba essantial for the computation of input-ontput tables,

The committee has _advised that it would not be feasible to
propare such & cross-classification of expenditures by coding and
processing cheels issued in the Treasury Depavtment, but that tabula-
tions would have to he prepared on the basis of the accounts of the
individoal agencies. Such a classifieation, if held desirabla, would
have to be considered by the Burean of the Budget, Treasury, and
General Acconnting O within the framework of the joint ac-
sounting peograxy, The committee therefore recommends that the
Teasibility of the cross classifieation ba explored by that group.

In order to utilize these asset brealdo ang the segregations of
durable erﬁmditum in particular, in dev o%ing @ capital account
for Federal, State, and lecnl governments another step is necessary—
the calculation of depreciation allowances on tangible Government
assets, allowances which can ba subtracted from durable expenditures
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to yield o figure for net capital formetion, parallel to what is now

called net private domestic Investment in onr official national income

and product accounts. Since most of the Government agensies in-

volved do not themselves provide figures on eapital consmmption

allowanices—there are exceptions, E;qﬁ.l, lltlha Atomic Ene Commis-
A

stor—the depreciation allowances _have to be calculated by the
naticnal income eatimators, 58 is already done in the case of deprecia-
tion allowances on owner-ocenpied restdences. Thia calenlation pra-

sapposes, in addition to assnmplions about the length of ngeful life of
the different types of Government: durables, the existence of estimates
of the stock of Govermment assets, and this is closely relnted to the
problems connected with the derivation of a balanes sheet for the
varigus governments discussed belosr under (o).

Bacauze of the difficulties in setting reslistic rates of depreciation

“and obsolescance for military durables (weapons) the commnittes pro-

poses that they be treated in the main 2et of national income acconnts
a8 “used up” 1mumnedistely after delivery, i. 2., that they be excluded
from the seeot account. Becauwse of the size of the amounts involved
relative to total national capital formation we suggest, however, that
usexs of the national accounts also be furnished with an alternative
sstimate, possibly preparsd gutzide the Government, in which expendi-
tures on military tfurables are capitalized, i ), removed from carrent
enditures but appesr in the current account in the form of use
valoe on the income side ald of depreciation allowances on the
diture side. o )
us, Fovernment expenditures should be classified ;

1) by funetionsand programs; :

2) by character, e. g., outlays for carrent administration, for
aid and deveiopment pro for additions to asscts, The
additions to assets should be further classified, as far as feasible,

. inthe same categories a3 cne maggesiad for 1 ¢lassifieation of asmets
. in thanext ssetion

{3} by objects {in accord with the Standard Commodity

Classification). ] :

For the most important items, ¢ross-classification {e g, outlays for.

assets by functions) would be desirable.

(%) Eetimate of dovernment assels :

The committes rocommends in chapter XIV that there bs developed
a gystem of national balance sheets, Estimates of Government assets
would have $o formn sn impoirtant component part of mich & system.
Tha development of snch & system requires inclusion of assat infor-
mation in the Census of Governments and otherwise adding to present
information concerning assetz of the Federal Government. The
(fovernment assets should he broken down :
_ (1} By jurisdiction (Federal, State; local, antonomous anthor-
ities of varionz kinds).

(2) By character (land, stractures, equipment, commodity in-
ventories, financial assets),

{3} By functions (agriculture, education, health, transporta-

tzon, geners] administration, ete.). ' ]

( iﬁ? location (for Federal physical agsels only—econtinenésl
United States with possible classification by regions or States;
igland possessions; foraign countries).
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COross-clagsifications are sasential for (1) and (2), and (2) and (£)
and desirable for (1) and {3},and {2} srd (8). :
. For the Federa! Glovernment, the General Servicés Administration
in cooperation with the verious ¢Xecutivé agendies has compiled an
inventory of real property owned by the United States, subdivided by
agencies, type of properiy, end lotation,® This report covers a laﬁa
part of the Iy owned assets, bat is biged on original cost with-
ont aliowance for depreciation or changes in lprmes. )
. With respect to eqm]ime_m]:, it ig' probably possible to eslinste an
inventory with smfficient dpproxifiation on the basiz of an adequate
breakdown by objects by using thé so-éalled gerpetual inventory which
consigts of cumulating and def;g;éﬁciﬁting' expenditures on ‘durables,
The comnmittés, therefore, feels that nicre detuil om the classification of
expeniditores, particularly durables, deserves higher priority then an
inventory of nonfinancial assets of the Federal Government, other than
real estate. It may slso be desirable to eollect directly from govern-
meanis or with the help of appraisals, sample information on wseful
kife, and similar data which would bé of help in estimating inventory
m?mtudason the basis of purchases of equipment.

or State and local governments, no data on nonfinancial assets are

now being collected. The committes Fécomtnends that the Govern-
ment Division of the Burear of the Censis be dsked to explore what
records concerning assets sre n.?hilt!;ii;la in the ha’.ﬁ;is nfc]_]ﬂtm land local
governments. ending wpon outcome of such explorstions,
eonsideration should ba gwe:? to the inclusion of questions concerning
nonfinsncial assets of State atid local governments in a future Cengus
of Governments or {0 conducting 8 special samyple survey in between
census yeors, (For o disenssion of these and other questions concern-
ing the improvement of date with respect to State and lecal govern-
menits, sea ch, X1, sed. 26.}

{d) A problem of pressntation

There is & dificalt problem with respect to the most nseful presenta-
tion of the Glovernment sector in the aystem of national accounts, The
immportance of thip problen resplts from the fact that nafional acéounts
have been vsed for presanting the budget estimates i the perspective
of the national economy as & whole. This was the purpose of the
tables on the (GGovernment bu%at and the Nation’s budgat which
appeared for a few yearsin the ident’s budget messages. Insome
conntries {e. g. France and some Scandinavian countries) such o
conneckion between budget propossls and the national accounts is
even requirad hy stabate, ; o

This very important use of notional accounts is impaired by the fact
that the presanted in the Government sector of the accounts
differ from the data which ¢an he found in the Government budgat.
This is trie of the congolidated Government recaipis and expenditures
accounts, as presented in table IV of the armnal National Tncome
stipplement. The differences are more drastie in the gross national
product tables and the summary tables of the naticral income and
product aceounts which include in the Government sector enly (Rov-

ernment purchases of goods and services.

Tt e W e o Ture o 1900, Commtias a8, ADOTOpHAtions of toe . B
pghont the World za one B )
Bnute,_ﬂmirg'nnz.. Yt gegs,  EMgndnent 25, Februnry 11, LAST.
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The differences result primarily from the exclusion of transfer pay-
meirts and the acquisition of and existing assets and from the nee
in the national accounts of actual data wheraver feasible instead of
budget esiimates. Thus, we have, in sddition to the so-called con- -
ventlonei budget concept and o the consolidated cash cohcept of the
budget, & natronal income and lprodmt accounting-concept of the
btudget, This situation has resulted in cotisiderable confusion.

Az a minimum, there sheuld be published in each annual national
income issue of the Survey of Current Business.a recenciliation be-
tween the badget data, especially for the Federal (lovernment, and the
estimates included in the Government sector. It would alsg ba de-
girable if each Federal bu would give for the past, the current,
and the ensuing year the budget datz m a breakdown which permits
translation into the Government sector concepts of the national incoma
and Ipmfhmt account. The same applies to the publication of State
end Iocal budget dats by the Census Bureau.

In addition it is necessary to continue to show separately the Gov-
ernment payments for both purchases of goods and services and trans-
fer and interest payments. . National accounts are often used for
distingnishing the economic transactions which are mbject Yo market
fluctuations from those which are determived by Government.  For
Eaurpas&a of an economie stabilization policy, for era.rgga, it. would

erronecus o include trangfer incomes as a part of other personal
incomes but to exclude it from the Glovernment sector. .An Incresse
in transfer exé:ﬁld.lpum generates additional perspual inecome and
consumer spending stnilar to an increase in, say, wages resulting from
expendityres for public worls,

It wounld be desirabla therefore if, in an additional summary tghle,
national acconnts were presented in 8 manner in which the 1&Wem-
meni_account, subdivided by Federal and State-local transactions,
wenld show hoth ex itures for and, services and transfer
payments even though only the goods and services would be included
In gross national product.  Correspondingly, personal incomes would
be subdivided into incomes derived from current production and
transfer incomes with only the first included in » summation of total
gross incomes, Table E of chapler V is a variant of such & soromary
table based on the revised form of accowmts propesed by this
committen? :

8. THE FUREIGH THRADE AND PAYMENTS ACGOUNT

_'The rest-of-the-world sector in the Taited States national acconnts,
like the other sector accounts, was originally designed to derive the
income originating in the rest of the world, so that it could be added
to the ineome ori%nating in other sectors of the economy to yield
nationgl income. For this reason, speciol aitention wag concentrated
upon items important to the derivation of the income originating in

is gector. Tmports were netted with exports and factor income was
netted with factor payments to derive net foreign investiment. How-
ever important thiz procedure was in the development of the national
income aggregate, it has left a great deal to be desired in the deveiop-

¥ Por poother presaptacion, ses the Beonomir t of Preglient, T 18T
teble E:i, > 128, n?r. In an Jraproved form, Studies m-:mu 35 Weaith, maﬁ:u;.rm '
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ment of national incoms and product accounts for snelytie gﬁm
To be usefnl for thess p 2, the flows in the accounts d be
seb forth in such a-mmmm»ﬁrhehnior over time will be easily
artiolatly uheatisfantory 1o this renpest. Furtbarmore. b Tequires

rly unsatis ' in this res i uires
Eunsiderahﬂ labor o inr:'F ate the antriés in the mst-nf—thﬁoﬂd
aceonnt with the balanes of payments published by the Departheent of
Commerca and the balance of paymenis mannal published by the
International Monetary Fund. For students working in the field
of -infernaiional economics, it is extremsly importent to be able to
maove easily from the international trade and finaneial statistics into
the domestic pecounts of individual economies. At the present time it

s ot . o _

Sdmﬂffytheaé chjections ralats {0 the cassification: and form
of presenistion used rather than io the coneepis employed m the ac-
count. But the form of the presentation is not umimportant., As has
already bean.pointed owd in section V, the aim should be complete
integration between the natioznal income and produmet-account -
ing with foreign transactions and the puhlishe«i balance-of-payments
tables. -

Tha commitiee, thamfor%:;mmmds that the rest-of-the-world
account, be redesigned as a foreign trade and payments account, deal-
ing ‘with international transactione in gross terms. Ome side of the
aocount would show receipts from the sale of goods and services
transfers received, and the surplue of foreign countries with the
United Staztes on corrent sccount. The other side of the account
would show payments for imporis ¢f goods and services and brans-
fera to . 'The account thus drawn up, showing Bgures for the

year 1953 as an example, is shown below.
" Poreigs irada ond poysients cocvtnt for the Undted States, 1958

[Io billlone)

L Beperts o e ——————————— $21.3
" (@) Merchandise 16,5
(¥} Bhippug, teurlsto, ete.-. -— 20
(¢) Labor and propecty income 1.5
. . ———

2. Transfer payments to Imdividoals from abrosd i}
8. Tronsfer payments b Govervment from abrosd ' - .1
4.'Burpiup of fovelgn countrles with United Blates on current pecount... 1.2
Receipts from abroad 2.2
e —
5. Imports 194
{8) Merchandime. _— 1.4
(0} Shipping, tourfsm, ete - 50
{¢) Labor and property income. : 1]
& Trivefer payments from indlviduals to abroad —— 5
7. Transfer paymenty fram Goverzracnt to abroad.. i
Poymants to abroad _ 232

It will be noted thwt in this account transfera are shown as receipts
and payments in the international account,  This differs from the cur-
rent United Siates procedure, where transfers from consumers and
Government. to sbroad are shown as eurrent expanditeres on goods end
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gerviees by consumers and by Government.. Also, they are now shown
on & nst basis, thus often obscuring the actual amounts involved,
 Transfer Iéa;vmenta shonld mag;gw.m the international account, ir-
reapective of whether the s are in ds and services or in
financigl alaims. Transfers in kind should ba reflectad not only ag
transfer paymenis but alse as exporta of goods. In instances where
ths Government gives to other conntries goods which it had accmmu-
lated in a previous period (e. g., defense goods}), they should be treated
a3 sales of parplus goods by GFovernment, and meladed in ex-
ts of g consumers gend gifts in kind .ebroad,

should be included in conswmers’ expenditnres, but should be
classed asezports of merchandise. : -

In this area, in particular, it is important that the Department of
Cominerce cocrdinats the treatnent of the individual flowe in the in-
ternational seconnts with the Inberﬂgnnal Monstary Fund, the
Unitad Nations, and the Organization™s¥ European Ecornomic
eration to insure comparability with the data of other countries and

to facilitate the ion of information to these groups on a com-
paxable basis. ¢re may be poinis, however, where, atter due con-
sideration, it is decided in the interests of internal consistency

and the principles of national accounting, the prineiple of inter-
national comparability may have to be given ui. One point in par-
tieular deserves mention. Since the committee hes decided that Gov-
ernment interest should be treated as a transfer payment, interest
paid by the Government to.abroad and interest recesved from forel
governments should also be classified as transfer items in the nationsal-
incoms accounts. This treatment is not consistent with the present
treatment in the balanceof-payments tables or with the United
Nations nagional income accounting system, Many of the other points
in question are on.a ve? detfailed Jevel—such things as the treatment
of locally recruited stafl of embassies, staff of international organiza~
tions, production activity on ships, gold transactions and expoxt of
gold ore, international defense transactions, and pension funds. These
ars all problems to those dealing with them, but do not significantly
affect the overall design of the sccounts and, hence, need not be dis-
cassed further here. .

In chapter V it was pointed ont that the surplus item in the foreign
trade and payments current account could be deconsolidated to show
chenges in assetz and lizbilities of the United States with foreign
conntries and foreign countries with the United States. This infor-
mation is ngw ghown in various places; in the table showing trapsac-
tions with the rest of the world in the naticnal-mcome statistics, in
the rest-of-the-world accomnt in the flow-of-funds statement, and 10
the financial dais in the balance-of-payments tables.

Finally, it should further be pointed out that the same classifica-
tion that 15 nsed for changes in assets and linbilities of the foreign
sector (table A-13 of appendiz A} can also be used for showing
lavel of assets and liabilities, thus giving the balance sheet for the
foreign sector.
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4. TREATMENT OF CAPFPAL EXPENDITURES **

{z) Soope of inquiry : : _

The development of economic analyeis over the last two decades
hag been characterized by increasing emphasis on the rols of capital
expenditures and their fAnancing in the course of national incom
flows of fonds, and the financial situation. In view of this erw
tole of capital expenditures, it is pariicularly important to have re-
liable estimates of capital expenditurea and their financing m the
nationsl income and product accounts and to develop sstimator of the
stock of capital, . R . . .

The ittes has Ilﬂt-f"_ll]lﬂ.%l'tlk&n tot::;:éw the estimates ﬁgﬂa
important sector, inventor: ECHUEE B Gup organized o
Foderal Ressrve Board Mamthan 2 years agugll.lanspsuﬁayed the feld
thoroughly and has made detailed recommendations In another
very important field, residential construction, the commities has re-
ceived detailed suggestions from the agency responsible for the sta-
tistics, which uﬂ]ll(g]l}.'ll plgna fior verif the rgha.bilitg of ma gta-
tisties now available in datail going well berond anything the com-
mities itself could have dome. Eg]:m committes, however, has studied
the problems in other areas of capital expenditures sufficiently, with
the galp of the documents and conferencea with the agencies partici-

ting 1n producing the statistics, to have définite views as to where

a main gaps lie and a3 to ths directions which further statistical
work in the should tals.

(&) Sectoral investment actounis - _

Virtually all users of the National Income Division’s fi agren
that the provision of accounts showing changes in the different assets
and liabilities of the sector ranks high smong the desired improve-
ments. The Division, itself acknowledges this, and is now consider-
ing ways to £l the gap. If the commities’s recornmendations ze-
ga.rniinE finer mtorin%,mpnﬂculg.ﬂy the subdivision of the presant

acconnt, and the separation of Government enterprises with-
g the business sector sre accepted, accounts showing changes in
agsets and liphilities will alsc have to be provided for each of them.

The main obstacle to immediate implementation of these obvious
enggestions is the dificulty of obtaining the necessary data. This

# Althoogh the report retains for raaders' ecmvepience the customary term “oaplial
exg:ndituru.” the commitive .waniz to el;?hui:-e g% tha keglz ot this discnssion that
it uﬁnﬁathu tarm in the narroWw BenSe of ax itures oo durnbie, ceprodyeible, tepgibhle
asReEm, teptlon of ehe term dosi oot Jmply that goly sxpenditores oo dumable AREsts
hare the affemt of :Im,:rua:i:nﬁ Droduocilvity and goipet in dhe foblure. Seyaral othar
entagories of privata or poblic Cures, partcolarly thoea o education Mm'qhi
résed and poasiBy even advertliing, have gigilar e 4, Bepauge of the difoulty
ERITAEADOE thass ndittves o tha other 2u rlea thet bave omipul-lierenslng glfecta,
it Iy As yet impoeaible 20 Inclode them in 2 brog muﬁguf oapital wxpenditores. Tha
wrltarint, therefors & hBean wh P oAn e die redeed the stock of tanglbls,
mﬁdut‘hlﬁ- durabis wesets. TUos of this oeiterlon has the Mﬂuﬁ of hedig Lt mécord

husideds-aempot pradtes and of providing 2 direct can on b
sxpenditores apd rveprodvcible oatiomal wealth, the Latter belng squal to fumyioted net
copital expenditores {after dedvation of caplial-conspmpion ellowancen). It aleo Lim
us te dee tha hund{tmm “eapitalization” for the process of treating an sxpenditare an

HeXpe D HE,
An eIpendlbore io full ¢ the currant dcegpooi aof the peclod dorlo willch It In ma.deE
Beadars who prefax & moTe Iigorcus terminologs may throughout this dissusdor sgbsdinte
* tyres 0o darabies™ for “capdtal expe g,'" ar £oT the (eT@ "iuwnmenhlﬁ“ which
18 pomatimes nsed in the BAMe s206a, & £, I the Natlondl Incoma Dﬁ\rlag&an’: paobHcetions,
but jg ozl¥ reraly uged o this report bedsuvee of the danger of corfounding it with invast:
mient in the Anantial genes of actolridg an et of any type.

* Repartz of Federal Resares Counsultant Commlitss oo Besnoxis Stotledes, bhear
beforg the Subrommitize on Ezonomic StatlsHes of the JTalnt Committes om the Eedbo
Tteport. S84tk Cong., 10t paks. (1085], pp. & & and BE 8.
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difficulty, in turn, resolts from the fact that estimates of capital ex-
enditures ave generally derived from data on expenditures for dif-
farant types of structures and equipment based on output or sales of
equipment manufactarers or on constraction contracts, nons of which
des information on the sector which is making the expenditures.
mata. from, which capital expenditure estimates by -gectors could
- be directly derived are umally not available, or they become avail-
able only relatively late aftex the event. :

If sector changes in asset and linbility accounts are o be developed
as poon a8 possible, it will be advizabls o Iﬁmaed in two direstions.
First, enar%aﬁ-:. attempts must be made to o a brealzdown of the
statistics of the value-of output, shipments; or sales of producer and
congumer durables and of construetion stetistics, by. sector and in-
dustry, of witimate boyer. The commities regrets that funds re-
quede& to improve the manufacturers’ sales data by providing such
breakdo .85 well aa more accurate data, have for 2 years beap
dimppmﬁ by the Congress. It hopes that such improvement will
be aunthorized in the nesr futvre. Secondly, data munst be coliected,
poaibly with the help of sampling, which cover mors sectors, which
are available more prom and which subdivide capital e I«
tares more adequataly than has been possible hitherto. The schedula
by which this information is collected can probably alse be used
to obtain data, on espitzl-consumption allowances, net borrewing,
igsuance of securities, and acquisition or sale of existing tangible as-
sets, all of which are needed for the establishment of complete sector
acgounts showing chahges in assefs and labilibes, _

(o) The scope of capital espenditures. :

Two of the complex theoretics] and eonceptual problems eonnested
with the meapurement of capital expenditures in the national ineome
and product accomnts are important enough at least to be brought
to readers’ stiention, in order to permit an evaluation of the recom-
mendations the commitiee is maling in this field, even though they
cannot be adequately discussed in this xeport. ’i‘hey are, first, the
difference between: gross and net capital expenditures sand secondly,
the scope and method of capital consuraption sllowsnces. The first
of thesa problems is mmportant not only in determining the velume
of net investroent, but also, as will appear in chapter XTIV, in mensur-
ing the stock of reproducible durable assets ag part of national wealth.

e second problems has subsiantial influence not only on the values
at which net, in contrast to gross, capital expenditures and saving are
antered in the national accounts, bt also on the esxlenlation of busi-
ness profils, since capital consumption allowances mnst be dedueted
from receipte before profits are determined.

In the matter of the scope of expenditures thet are re-
garded as capitalizable and hence later are subject to depreciation, the
commiitee ganerally accepta the present practices of the Nati In-
eome Division. The committee, specifically, sees no reason for resom-
mesilin jzhangas in the nt ogn‘irent-iﬁn ofe—

a) regarding all expenditures on cnrrently produced com-
modities with an asswned regular life of more iﬁan 3 years as
capitalizable;
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(3) classifying expenditurés on repair and maintsnance as
enrrant, but 1nelndin itures for major alterations and
additions to existing durables with capital ex%ndmums* E

(¢} treating transfer cosls on existing durable {as well as in-
tangble) assets, anch s real egtate 18’ commissions, &5 clir-
rant expenges; . .

(@) disregarding altogether both discovery and depletion of
natural resourees; ] : ] :

(e} excluding from capital expenditures all outlays on the
¢reation nfmmbh asgets, ench as expendituves for researeh and
advertising ; .

(f) not ncluding expenditures on whei may be called human
capital, particularly ezpenditures on health and education, in

" national capital formation. - ] S

ATl these types of expenditures have been the snbject of extensive
disecussion 'and the arguments for inclugion of some of those now
excluded in a broader concept of capital formation have con-
siderable merit. In the present state of information and so lon
a3 the national acconnts are basically molded along the lines o
business accounting, the £reae.nt treatment appears on the whole
preferable, provided no claim is made, or implied, that the cate-
gory “Capital expenditures” includes ail expenditures relevant,
or contributing, to sconomic growth.

However, in Line with its gienéra.l prineiple of providing the basie
information for a5 may useful alternative approaches as possible, the
cemmittes would like to see expenditures on these dispuéed items
shown separately, wherever that 13 feasible, though of course still as
a part of current expenditures, so as to permit the derivation, of esti-
maten of national capital expenditures on a broader concept by users
who prefer it. The committee yecognizes that some of these alterna-
tives lpresant such conceptual and statistical difficalties that the Na-
tional Income Division should not be asked te add these estimates to
its alveady overcrowded schedule, but economic research organiza-
tions should be encouragad to do the basie worls neceseary betfore the
ectimates ean ba put on & regular and more routinized basig, includ-
ing the development of estimates back to 1929. Seme of the topics
inveolved would, it seems to the commities, be well snited for sessions
of the Conference on Research in Income and Wealth.

5. THE TEEATMENT OF JAPTTAT. CONSUMETION ALLOWANCES

The second problem, the treatment of capital consumption allav-
ances—which 13 of importance for the measurement of net national
product snd still more g0 for that of net capital expenditures, saving
and net buginess profits—involves two quite distinet questions. The
first is the decision whether to use eapitsl consumption sllowanees as
reported in the books of accounts or tax returns of the different sec-
tors where they are available, i. e, chiefly for corporations and to some
extent for unineorporated business, The second question arises for all
sectors if it is decided that reported capital consumption allowances
do not fit into » spstem of national aceounts, but is posed in any case
for. the numerous sectors for which no reported capital consumption
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allowances are available, i. a., at the present time househelds, nonprofit
urﬁr;imﬁom- and -governmenpts. = e

present practice of the National Income Division is to accept
capital consumptior allowances reported in corporate tax returns (or

extrapolated from them) except for depletion allowances which
are added back to profits; to step these figures up to take account
roughly of the capital consumption allowances of imineorporgted non-
farm business enterprises; to use the capital consumption allowances
in agriculture as estimated on the basis of replacement cost by the
Dapartment of Agriculture; and finally to add an estimate for the
eapital eonsumption allowances on residential structures not owned
by corporations based on & 50-year straight-line amortization of con-
struction expenditures. . L .

This practice means, ﬁrsti absence of uniformity sibce most busi-
ness eapital consumption allowances, as well as those on residential
structures, ate based on original cost, while replacement cost is used In
agrienlture; and since most but not all bhusinesses calcwlate capital
consumption allowances on the straight-line rather than the declining-
balance or other methods, It means, secondly, that all changes in
tax laws and regulations regarding deprecistion ere reflected in the
national acconnta; for instance, the accelerated-depreciation provisions
of recent years, aimough these provisions may not reflect actual cap-
ital consumption. It means, thirdly, thet most capital consumption
allowanees that appear in the accounts of one Jear are nof comparable
to the cepital expenditures of the same year ainee they reflect the price
Jovel of an earlier pericd, sometimes as much as 50 years ago, when
tha ditures were made. It means, fourthiy, that no capital con-
sumption allowances at all are calenlated on the stoek of durable
congumer - goods or on the structures or equipment owned by
governments.

Even if it were decided to abandon the present method and to derive
all eapital consumption allowances in the national accounts on o sys-
tematio and uniform basis, at least four qnestionz would remain to
be decided. They are the sources of the capital expenditure dats on
which capital consumption allowances sre to be based ; the length of
life and the proportion of scrap value to original cost to be used in
setting depreciation rates; the method of depreciation which is o be
applied ; and the question whether to use original cost or repiacement
eost or another basis of calculation of capital consumption allowances.
Most of these questions-have heen so thoroughly discossed among
aecountanta, economists, and businessmen that I‘.{em 15 no point in
going here again over the arguments. All the commitice needs to do
1 to indieats the stand i is taking on the different controversial points
and to trapslate its decisions into recommendations that can be Imple-
mented within a reasonable time and can be fitted into a system of
national accounts. _

Of theta questions, the first—the capital expenditvres on which the
ealentations of depreciation allowanees are to be based-—is conceptually
the sasiest but statisticall lﬂmhablj the most difficult one to imple-
ment, The degree of difficulty, however, depends to some extent on
the deprectation method useg Under the standard straight-line
method the figures required are the expenditures by the different sec-
tors on ag many types of duroabla agssets as are distinguished, and thess
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dets are nesded for as many years before the year to which the eajcu-
lation applies as correspond to the assumed life of the asset. Since
the capital axgazditm‘& figures of the National Tncome ]Jammt:lljgo
baclk, at least for private sactors, to 1620, there is no particular difk-
culty in ealevlating depreciation allowanees for 19567 and later years
for all of asseiz for which the length of life is set at 28 yesrs
or less. For longer. lived sssels, or if depreciation allowances are
to be calculsted for years before 1957, it would, however, become nec-
eazary to nee other tmofficial estimates of capital expenditures; or to
derive such estimates afresh. This is a considerable task, particularly
sinee the figures have not always been prepared or are not available
soparately for each sector, Calculation of “dljit'ﬂ consumption allow-
ances for the (Government presents the mdditional difficulty that in
the past no distinetion has rade in the Nationsl Yncome Divi-
giok’s soeounts between surrent and capital expenditures, so that in
thig case the entire set of capital expenditures would have to be devel-
oped from the beEmn' ing. ) .

The length of [ife and the proportion of scrappage valne to ong!;:]nal
cogt which are necessary to determine depreciation allowaneas hoth
under the straight-lire and the declining-halance method are far from
pniform for the same type of asset as among different businesses, al-
though regulation F e Treasury Depariment has been used 25 a
guide in mang:usas. Astonishingly enough, no thorough investiga-
tion has aver been mada of the astu le.ﬂfgltzlhg of life, time of serappage,
or ratio of serzp valos to u:i)%innl cost ior different of darab
except for a few regulated industries, -Buch a study, however, wiil ba
a prevequisite for any satisfactory calevlation of depreciation allow-
ances in the national accounts, Beyond that, such a gtudy would maie
o sobetantial contribetion to our undsrsianding of the problem of
investment snd amnnmiﬁgmﬂh.

Of the two main methods of distributing the original cost of an asset.
over its total useful life the straight line method has the advantage
of simplicity involving aqual amounts ¢f depreciation in epch yeax of
the azset's Iife, and of still being the predominant practice in buginess,
On the other hand, arguments have been advanced that the declining
balance method {in which a year’s depreciation is equal to a fixed per-
centage of the depreciaied value at the mf of the year and
hence varies in amount from year to year) conforms better to an
aconomically significant interpretation of the decline in the value of
a durable capital asset over its life. -

The coramittes dees not feel that a decision must be made at this
tims on the method which—not limiting the choice to straight line
and declining balance methods—should ultimately be used in ealculat-
ing capita]l consumption allowances for our national sccounts. The
fina] decigion in this matier may wait until more relevant data on _the
increase in operating cost of durable goods with ape and on the decline
of their value in the second-hand market are available,

Thers remains the most contentions problem, that of original cost,
varsus replacement cost, the latter interpreted as original cost adjusted
for price change between the {ime the capital expenditures are made
and the peried for which the -ieyeciaﬁon allowance is caleulatad. It
iz but a reflection of the status of the discussion among economists and
accountants that the committee was unable to formulate a recom-



92 NATIONAL ECONOMIC ACCOUKRTS

memﬁrh:n on this problem that was acceptable to all, or aven to most
mem, :

The evident disagresment in this ares resylts in part. from the fact
that the national accounts are used for various purposes, and the ap-
propriats treatmeént of depreciation may vary dspending on the pur-

zes which are emphasized. If we are interested primarily in an
estimate of the total net nationsl product of of net capital forma-
tion, the deduction for depreciation should correspond as closely as
possible to expenditures that would be needed o maintain the capital
stock intact, i. e. be on the replacement cost basis®  The problem ap-
pears in a somewhat different light when the national economic ae-
counts are used to depict the comparative position of different eco-
nomic groups. The relative position of recipients of profits and other
incomes wouald be distorted if depreciation allowances are currently
caleulated wore increased to o replacoment cost basis without at the
seme time revalning capital asseis and asmsigning the resulting capitsd
gaings or losses to the owners,

All members of the comimitiee agree that, since each of the two
alternative bases of depreciation allowances is useful for some pur-
poses of economic annlysis, the users of the national ecenomic accounts
shiould be furnisked depreciation estimates on the bagis of both orginal
and replacement cost; that soch estimates should be prepareﬂn? the
Naticnal Yncome Division, on an annual and quarterly basis; and that
the estimates should incjude depreciation not only for the types of
reproducible assets for whick it 1= now shown (privately ownad struec-
tures annn:"idpmduaer durables), but, in agreement with the recommenda-

: - tions made in chapter V1I, sections 1 and £ also for publicly owned

ﬂrwm durable assets and for the main types of consumer
durables. ]

The majority of the committea would like to see depreciation.allow-

ahces shown for each tﬁp& of agzet in the following form which pearmits
users to shift from replacement to original cost basis if they so prefer:
Total dgﬂrecmtwn allowances ({2} plus (5))
Ea} Book or original eost basis

#) Depreciation revalaation adjostment {adjustment for eapital
gain (+),0r Joss (—) on valuation of depreciation)

he committes believes that these estimates of replacement cost de-
preciation shonld be supplemented by dato on the capitel stock against
which the depreciation 13 charged, also revalued to replacement cost.
Ag ig done throughout the national product account, sstimates in con-
stant &5 well as current dollars waunld be needed for all three of the
measures involved— .eapital expenditures, capital consumptio
and capital stock. ‘With such data progress in the accumulation o
real capital could be distinguished from realized and unrealized gains
or losses and the change in position of various groups of holders of
such assets could be evaluated. Accordingly, commitiee recom-
ruends that estimates of capital stock and of uhrealized capital gains
to the heldere of that stock should be developed as rapidly as ’%fmﬂ
and i];htinrpomted in the national accounts as soon as they become
available.

% a eHon Ie based on ozlging) o replacemant ogk L ghanld nedther
unﬁﬂ:ﬁ:a“h’;ﬂ:ﬂﬂﬁemﬁm:u peed nor ilfl!]l.lﬂ.ﬂ asr;!lppraﬂlﬂon odtlays thet aotoelly

nid to exinting asaete,
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The committée’s recommendations in the matier of capital consmp-
tion allowances may then be summarized as follows:

{1) Provide estimates of capital consumption at constant and Te-
placement valnes for those assets for which deprecistion is already car-
ried in the national sccounts, i. €., business structures and equipment
and owner-occupied homes, and ﬁe?alup ﬂﬂn-aspnndmg estimates of
capital stocks in current and constant doliars.-

&E] Develop a5-900n: a5 feasible estimates of l:lapm:la-hon allowances

capital stock, both on original and replecement cost basis, for

or which such estimates are not now included in the national

awmnta i. e, for Government structures snd equipment and for ma-
jor consumer durables,

These two recommendations Sllﬂﬂ].l.‘l nat be regarded as a judgment
by the committes on the use of replacement cost depreciation in busi-
ness accounting, in taxation, or in regulatory practice. The commit-
tee feals that it is not its function to daul with these fields in which
different tests may apply, and that ths decision with respect to the
treament of depreciation in the national economic accounts should not
constituts the basis for any position on the treatment of deprems.tmn
in such other areas.

(%) Imitiate studies of sctual of life, scrap value, and loss-
of-value curves for different typeso t'turable assets and of l‘.helr signifi-
cance for econommic analysis and the nationel economie acecunts.
These studies may well be handled by an independent research organ-
jzation rather than by 1 governmental agency, and might uta]ma tha
material now collected in connection with an ing uug
Internal Reven ervice into the useful lives of dep le: prog-
erty,? which iz to be uszad in preparing a new edition of bulletin
last revised in 1942,

(4) Davelo& afier the msults of {3} are available and prebably in
eonnection with building stock figures, consistent estimates
for capital consam imm uw:amm of corporate snd unincorporated:
business, to be wsed instead of the allowinees in tax returns
underlying the present depreciation estimates in the national acesunts.

(5) Develop estimates of nnrealized vaivation changes of the stock
of durables. ese estimates will have to be tied to natmna.l halance
sheets {see ¢h. XTIV a.ml tables A~15 and 14).

4. TREEATMENT OF FINANCIAL TNTERMEDIARTES

The treatment of finomcial intermediaries poses a special prob-
lem in national incoma accounting, since the bulk of the revenue of
thess institntions takes the form of interest and dividend receipts,
rather than sales rece th In the wsnal procedure for deriving income
urJ ting in ap industry, interest and dividends recaived by the

industry are deducted from Tntersst and dividends paid, and the result-
ing for net interest and dividend paymants 13 added to the sam
of- factor incomes originating in the industry to obtain total

incame originating, If this ure were followed in the case of
financial inte ma-a, however, net interest payments would be
negative, and might be so lar as to yield & negative entry for total
' Incoma mgmnung in the in , & regult clearly contrary o com-
IMONSAnSs.

B Bag hhru:t Bavonue Sorvice raleass 182, Feabroary 18, 1857,
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To avoid this outcome, the National Income Division departa from
the usual procedure in deriving. income eriginating in financial inter-
mediaries. The departures nre basically of two types. In the case
of commareigl banks and investment frosts, an entry is mede on the
dehit side of the accounts for impuied interest peid depositors, equal
in amount to the excess of property income received over interest paid,
and a co ding amount, asst to represent the value of services
rendered to gepua‘iturs without explicit charge, is entered on the credit
side.. . The effect of these adlustments is to cencel owt the original
excess of interest Teceipts over payments, yielding & figure for income
originating in banking equal to wages plus profits. In the second

rocadure, followed in the case of life msurance companies and mutual
eial intermediaries other than life inqurance, the enterprise is,
in effect, treated as an association of individuals, Its expenditures
for labor and other m-stcgurchasas and its saving are treated aa though
made. directly by indivi uala;r:hﬂg items such zs death-benefit claj
and premivms are excluded from the income and product flows, sinee
siueh transactions are viewed as interpersonal transfers.

Thesna procedores have baen criticized from {ime to HEme and some--
times vielently. - In the case of the banling procedure, for example,
it has bean pointed out that banks render sexvices {0 borrowers az well
as depamtors, and the prezent procedurs fails to recognize this, Thus,
it is argued, the present trestment gives an unrealistic picture of the
nature of banking operations. The ﬂonca%tmn of life insurance com-
panies a3 associations of individuals hag been.similarly eriticized.

Whils the unsatia&ac.tog nature of tha ]Eresent procedurs is. gen-
erally rocognized-—by the National Income Division as well ag others—
little progress has hean made toward general acceptance of any of the
alternatives thus far advanced, 1In committee’s jundgment, there-
fore, it wounld be premature to recommend a change in the present
procedure. ‘What is needed is a thorough review both within and
ontgide the Government of the treatment of finanecial intermediaries
in the national accounts with a view to ﬂevelogng an alternative, and
if ible simpler, procedure thut would coniorm more closely to the

ities of the activities of these enterprises. Such & reviaw, together
with cne for: the closely allied area of nonprofit institntions, might
po far toward clarifying and strengthening the estimates for thesa
ATEAS,
Caarrer VIII. Smoer-Terw EstrdaTes

In considering short-term estimates—cquarterly or month]g—the
amphasiz shifts almost exclusively to their usefulness in yaing
current developments, The preponderance of attention given those
short-term estimatea by economis analysts throughott eountry,

ytionlarly thoss in business concerns and labor organizations, 18

irected toward this objective. .Changes in varions components of
grosg prodact and national income are closely followed as & means
of rstanding what is happening in the economy and of gaining
ingight into what the fature course of developments may be.

eir neefulness in this context iz in zfrong contrast to the very
limited contributions they maice toward the solution of longer term
problems. Quarterly or monthly fluctuations tend to be of litile mig-
nificance for many kinds of bagic analysis; for example, those relating
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to changes in the siracture of the economy or the comparstive status
of varions sconomie gronpa. _

The usef of the shori-term estimates and their inherent limitations
necessitate the mpplication of different criteria from those relevant
for the annual .- The fact:that the same tual framework
may be applied for both purposes testifies fo the fundamental validoly
of the measnres aglpemng in the national sccounts. But it involves
compromises in the setual process of measurement, because the
O ER L g R i S Ry Byt N3

in ta s 'or Jeeeping up wi es thro
short 'od’.g]};{ﬁin the year. The comj m?s.es are forced frst,
congiderations of cost and, second, by the bagic conflict between spee:
and accuracy. - : C : .

As an unavoidable we of this sitnation, the short-term
analyst must necessarily work with data that are partial or, compared
to annual Sguves, substandard to zome degree. All he can for
jis the best Pomihle compromise betwean timeliness and acoursey. Ha
wants the initial indications of change at the earliest possible mo-
ment; but he wanis even move to avoid the gross errors that arise:
from jumping too quickly to a conclusion. His initial view of the
gituation ig always provisional and subject to revision az additional
information becomes available. .

The commmittes recognizes that there is no complete solution for this
problem. It attempts ne more than to specily where reasonable lines
of compromise might be drawn for the nabtional accounts data and
to indicate where some improvements can he made in the published
data and iz the underlying source materials that go into their
makeup. . . . .

The guiding cviterion for the shori-term estimates is that they -
should provide: First, o timely survey of mgrtmt changes ii the
entire economy; second, sufficient detail to stgnificant sources
of change and to permit analysis of reiated com ta of the overall
flows; and third, a d@ of aconracy and stability theat would rule
out most of the posmbility of misleading indications in the first

Teports.
1. TIMING

One - frequent proposal aimed at greater timeliness calls for put-
ting the gross national produet estimsates on 4 monthly basis. 9
committes recognizes the merit of the contention that guarterly data
are comparatively slow and may fail {0 report a turn for more than
8 months, MHowaver, careful consideration leads the commitiee to
conclnda that development of monthly estimates of gross national
product wonld not be warranted.

- The natienal product is a composite made ap of diverss ele-
ments tE:. t differ widai)y in behavior and other characteristics.. Sowme
of these, like Government eervices, are quité stable, ao that gmciﬁn
monthly dats contribute little to kmowledge of the siteation, Others,
like inventories, are highly variable, and as a result of large, erratic
fluctuations, the change in zny month may be difficult to mta?rﬂt.
Month-to-month changes in the composite weuld %:nagraﬂj' be deter-
mined by the volatile elements and would at times depict erratic flue-
tuations of litile or no significance. Variation of thia charscter is

#1577 O ffi— T
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inapproprista in & broad measure of activity whose primery objective
is to portray the movements of tha entire sconomy. :

This in no sense implies that the short-term analyst should wait for
the gross national product to obtain' his:earliest information on cur-
rent chan Rather, it suggests that the latest national -accounts
data ‘should provide a solid point of departure from which the
analysis might proceed in. terme of snpplemen .information,
Prior dats are available for most of the components of gross national
product, in such monthly statistics as: industria) produetion ; eonstrue-
tion; employment; retail sales: manufaciurers!: sales, orders;:and
inventories: and merchandise exports and imports. The personal
income series is-a basic component of the national accounts already
available on a monthly basis. A nomber of weekly series also serves
as timely indicators of current developments. Among these may be
mentioned department store sales, wholesale prices, ness. loans,
freight car loadings, and a number of production’series, including!
electric power, steel antomobiles, coal lenm, and paper products:
It is clear from this hsn:l% that the short-term analyst is not without
recourse in the absence of a monthly gross nationsl produwct series.
However, the committed wishas to make clesr that it is desirable to
compile 2s many of these supplementary series as possible on a
raonthly bagis, and on an even more frequent bagis where weekly or
other interim statistics of that kind would be significant.

The role of the national product data must be jodged in rela-
tion to ths suppiamsntary statistica available. A gross national
product estimate may ba regarded ns providing a basie snmmary of
economic activity on a quarterly basis, whick is capable of tentative

-extrapolation by means of other available datn. Where this procedurs
iz foliowed, the gross national produet need not be affected by the
deficienciez of the monthly data as it smooths irregular flustuations
within the quarter. Any areas of unecertainty in the moenthly extra-
polation based on supplementary series are then directly tied to the
g}:ewﬁxz items in which they appear. The committee.therefore con-
udes that the nationel product serves best as a.;tEarb&rlg sta-
tigtie and would be incapable, if provided on a. monthly basts, of
meeting the objective toward which such proposals are dirvected.

The one item in the natjonal accounts whose delay tends most to
frustrate current analysis is corporate profits. - The short-term ana-
“lyst is put in the position each quarter of distributing an unspecifiad
residual hetween corporate profits and the statistical -Qiscmpancg.
Since corporate profits ave the most variable itern on the income sida
of the accounts, this imposes & serions burden on the user, who is gen-
erally in no position te carry it :

. The commities therefors recommends that preliminary estimstes of
corporate profits be daveloped and if_ﬁmihla ineluded in the initial
ﬂilartiarl:,r reports, If this'is not possible, they should be made avail-

e the following month, or as soon s feasible after the initial report
for each guarter. ) ' '

More timely preliminary estimates of corporate profits could be
obtained by a combination of metheds, In the first p the tabula-
tions of presently available data by the Federsl Trade Commission-
Securities Exchange Commission cial reports program could be
speaded up with some sdditional effort and some increass in cost, as,
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for example, by obtsining telephcne At least one month
cold .be gained by thiz procecurs. ditional reporting samples
should be initisted for specific areas of nonmanufacturing where-we
now have almost no current financial informaiion. And linally, tem-
bative estimating %:rmedumﬁ should be developed in some iy the
QOffica of Business Economics to supplement survey reports ihz
ralated data, such as sales and prices, dats which. provide in large
part the basis for the prasént estimates of proprietors’ income.

&, m.&,d‘r

. Most of the data l%ﬂing into the national accounts have to be drawn
from existing records, which were hrought inio by operating
needs of the organizations preparing them or by 1 iremen:
unrelated to their snhsequent nses a8 economic skatietics. - Te naw
tecords are created, as in field surveys of households that do not main-
tain records, frequent collection of data is very costly snd therefore-
uzually has to be restricted to comparatively mmall samples. Even
where comprehensive records are made in the ordinary conrse of bagi-
ness operations, the results do not become available for some time
after the end of the period to which they apply.. Some concerns from
which reports are desired complete thenr records guickly, othexs in a
more leimrely manner. If collection iz limited to the former, the

shility of bias cannot be eliminated ; and if the latter are included,
the setting of an early reporting schedule tends to limit coopersation.

. Ass consequence, strict aanﬁgiﬁ:&g procedures cannot be insisted npon

but cotofls have to be estah in accordance with processing and
publication requiremants. If primsry attention is given to the month-
to-momth or quarterly changes indicated by the dents reporing
in time, acceptable preliminary estimates can usually be obtalned by
matching reports and analyzing the partial snd complete zamples
" obtained from pericd toperied. - -

From the standpoint of the short-term an it s the ¢h from
period to peried that js most important. Erobability esmples that

ve the best, estimates of the total are not designed necessarily to give
Ehe best estimates of the changs. The sampling error may be small
in relstion to the total but Jarge in relation to change, It intro-
duces 8 disconcerting element of erratie variation into the changes
portrayed. It i doubtful, for instance, that the reliability of the esti.
matas of in.roteil sales data has been improved by the moxe
scientific sampling procedures adopled in recent years.,

We, therefore, sugpest that, except in the cass of benchmark data,
the agencies compiling statistics that enter into the national accounts
direct their efforts primarily to minimizing errors in the changes, and
where necessary recast mathods of compilation with a view to meeting
thiz m?ariﬂn as fﬂl;il; mmlg This apphies ttia a:nnu%c as wall ag
guarterly or mon tas, ndmg upon- the apec urposes
of the data. and the conditions unggra whi &e are compy
. Tt is unrealistic to t that the quality of all the current items
incladed in the national accounts can be brought {o, or aven close to,
statigtical jon in the near future. Some components will un-
donhted] 1 short of mesting the siandards of siatistical
that would make them switable for publication. We feel, however,
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that in most cases the details behing the cuorrent estimates should be
made svailabls to interested research workers for sxamination, dis-
cussion of problems involved in their preparation, and such wse of
them as may be justi Sobjecting them te scrutiny and testing
h; outatds gta in this way is lilely to be a most effective mesns
of achieving improvements over a pariod of time, )

Altho the committes advocates a bold approach to the problem
of providing preliminary estimates, it does not eoncur in eabi
that would give a spurious impression of accuracy in those estimates.
Two proposals bearing on thia point were put hefore the committes:
The first is to eliminate the statistieal discrepancy from the
accounts ;. the second is to hold revisions to the minimum. What-
wermsrltthesewﬂs may have for the anrinal dats (ses ch.
XI, ze¢. 1), we £ % they are inappropriate to the current esti-
mates. Under conditions of current reporting, di ancies and ro-
vizigng are unavoidable aspects of the process of sverall data compila.
tion. We feel that it is better to make this clear to all concerned thin
to leave nsers with a sense of security not justified by the facts,

8. PESTHABLE DETAIL IN THE QUARTERLY ESTIM ATER

Users of the national income and plrodmt data almost univam]]’lly
agres that more detail in the quarterly estimates would be desirable
for analytical purposes, The National Income Division has besn
&b]mhmg detail on consumer. expenditures in the statistical P“ﬁfﬁ
he Survey of Current Business, to s t the three-way
by durability (nondurable, semidura durable) shown in the
quarterly pross national product estimates. A gimi of dis-
ation would be desirable. for the other ents of gross na-
tlona pziod o and for convenience all shonld be brought together
in » single table, : :

Asmg ted listing of items to be shown on the expenditure side of
the account in accordance with this proposal is provided in table B-1
of appendiz B, which does not constitute a recommendation by ths
committes as to every detail. The primary breakdown not now -
larly availabls and most widely desired is that for producers’ dura
aqmimentu The anaiysts consulted almesi nniversally propose some

own of thig item—some suggesting detail by type'of equipment,
others by user. An illustrative listing is included in {able B-1, which
is presented merely a8 & useful compromise based on & primary break
by type. Since the nature of the major kinds of Empmm:i:r{ugul_y
determines their use; a large part of what is desived in-the brealk by
user woild be indicated in data. The “all other” category is
somewhat of a conglomerate, but most industrial equipment as such

is excluded, appearing in the other cabeionaa. e recognize, of
om:ms, thﬂ?nagr source material will have fo ba doveloped in order to
provide any such breakdown of the producers’ durable poods total

Nonrasidential construction as presently shown is alzo too Inclnsive,

If it were to be divided in such a way as to ¢ out the portion
intended for imdustrial use, the edditional information would be of
considerable analytical value. .

(Government capits]l expenditnres should alse he shown.sapambaljr
on a bagis as nearly comparsble with those in the private sectors as
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ible. The breakdown shown in table B—1, which is intended to ke
illustrative only, makes such » separation and dlso subdivides the
remsining expenditures batwaen compensation of employess and other
purchases from business, o _

‘In_ the case of the foreign sactor, a bagic change is recommended
which 15 in accord with that miggested for annual estimates in chapter
V1L, section 4. ‘The net balancs on current aceount is substituted for
net foreigh investment, and the major components are shown. The
most important n;pwm of this change are that it reveals the
flews of goods and services into and out of the economy, and directs
attention to what is, for nonmilitary items at least, the more relevant
point of analysis. This change has been under discussion for some
time and has already been accepted in principle by the National
Income Division. -~ -

Tt is suggested that data on the income side of the accounts be pre-
santed separately, as illusteated in table B2, This resr t
males for more logiesl treatment of tha dats in current analysis than
the present arrangement, ih which gross national product appears
between “nationsl income™ and “disposition of personal income.”
The amount of detail proposed is not %reaﬂy increased. :

The dstailed brenkdown of personal income is shown in preferenca
to that for metiomal incomse.  The Iatter. is of less significance for
carrent analysis, except for the data on corporate sources and uses of
funds, which are covered in the proposed table B-5. .

The breakdowns in table B—%, th as to seciora and as to itema
shown for each, are again primarily illustrative. Some of the quor-
terly data in the section on sources and uses of corporate funds are not
now published, This is wot a complate statement of sources and uses
of funds, since certain working capital ibems ars left out of account.

Tnternational transfer paymenta are shown in table B-3 in both the

nal and the Government. gectors. These items wonld ba remored.

rom personal and Government purchases with the shift from net

foreign investment to the net foraign balance on corrent account and

t]mre%gre should be separately shown at some other point ia the
gquatterly tables.

4., NEED FOR NEW COURRENT DATA

Mozt eonsistent among the damands for new corrent data are those
releting to deflated gross national product. Sinee the interim move-
ments of the constant-dollar measures diverge at times from the cnr-
rent-dollar  estimnies, the p for which they are conatroeted
can be served -::-gigb}rmaldng em currently availabla. Moaost of the
pries indexes ysed in deflating the eurrent-dollar estimales are avail-
able on an interim b so that deflation of the quarterly estimates
would appear to be feasible. The fact that estimates of this kind are
sometimes computed and publizhed by commercial periodicals and
congressional committees reinforees this conelusion. ese demands
envigaga not only the deflated product total but aleo substaa-
tial detail. Most analysts wonld like at least as much detail as in
the quarterly summariez now published. . The committes is aware
that some of the nrice series are mﬁﬂuwhﬁ% m quality and that
in many cages they also miss the time scheduls for publication of the
currept estimates, This illusirateg again the need for. a.concertsd
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attack uu--thfofmh]m,- involving the coordinated efforts of the various
peies involved, that has been discussed in some debail in chapter
with respect primarily to annusl estimates. S
Other requests for new cnrrent data were not, in the view of the
commiitee, acceptable. These were either impractical -or-of a char-
acter thet made their compilation on a bams more frequent tham
aimmually insppropriate. - - - "
Even wi nests limited to this extemt, there may be certain -
detailed items of information in addition to corporete profits which
the National Inmr%a Ih;mcmut provide as prontjlﬁrltljr ads :llw bﬁﬂ
guarterly series. For itena,'ltiswfad t a dual publi-
cation duole might be devised to achieve the mast timely presenta-
tion of Tesults consistent with mininnum standards of accuracy. ]
could be done by mﬁurt' the results initially available as soon as
possible after the en ofﬁ quarter and supplying additional detail
after a short time lag of, say, 1 montk msl:emi of & full quarter. The
additional work and publication costs involved in this pro wonld
be justified by the widespread -and growing use of these date in cur-
rent, analysis throughout the community. _
The same line of rensoning leads to the recommendntion that as
additional data become available which permit revisions thege vevi-
siong be released as soon as they are m instead of heing held, s
is the practice now, uniil the annual esiimates are published in J’ul'.f_
of the Tollowing year. At the least, these revisions should be released
at; the time & new quarterly estimate is given onf, in sccordance with
the nenal practice in reporting other current statisties. o
The recommended quarterly reports from the National Imcome
Division should be supplemiented by the flow-of-funds date now being
compiled annually by the Fed. Regerve Board, Insofar as pos-
sible, the Federal Hagerve should plan o make ita publication sched-
ula s timely es that of the Nationzl Incoma Division, This sngpes-
tion isdiscussed in chapter X1, :

Crarree TX. Proprema oF Re¢igwar, EarmaaTes

The commities has confined this chapter io o brief summary of rec-
ommendetions withéut o detailed disemssion of the estimates now
amsn.ngl or of some of the basic problems that arise in building wp
national accounts for areas smaller than the entire United States be-
ORUSE & :Ea_uirl%'aa_xhausti_va treatment of these subjecis has recently be-
coms ivailable in Regional Income (Studies in Income and Wealth,
vol. XXT, a collection of the papers presented at the mesting of the
Conference on Research in Income and ‘Wealth held in Juns 1955) ;
and becanse the National Tncome Division has just published a de-
tailed description of its revised estimates in Personal Tncome by States
Since 1029, .

1. NATIONAL INOOME BIVISION ESTIMATES

Qificial estimates of Stats incomes were firet published in 1939 and
How ara available on an annual basis back to 192952  In recent yesrs,

B The frgé prgtamatie onoficdal codinentas ul! Insom Btated wera -] .-th
T e L G KA
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ind Distribation. 1019, 1090, aod L0851, ' Arons B ’
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annusl estimates have been regulariy published in the A isgae-of
the Survey of Current Business. eso estirnates have found wide-

read use. Business firms employ them for market analysis, and
i_?riﬂ.te government, agencies uiilize them in estimating tax revenues and
in formulating tax and expenditure policies. Vithin the Federal
Gﬂwmmem have been wsed as a basis for nllqcat::ﬁ Federal
grants-in-sid and more generally for research underlying :
tive decigions and policy recommendations tonching on regional prob-
lems, Finally, ressu':g workers both within and ontside government
have used them in analyzing a vaxiety of regional problems, and
studying the spatial characteristicz of the economic growth of tha
Nation.

“The revision just completed apd published by the Nakional Incone
Division constitutes & major advance over the previously.available
estimates and should be of very great value to all nsers of State in-
eome dats. - The old income-payments concapt hag been replacsd by the

: -income soncept now am%lgi;;d in the pational accounts, and
the estimates have bean placed w o an ncome received rather
than s mixed bagis. Not only has there been conceptual improvement,
buat the figures themsalves have heen substantially su;ﬂﬁ?thmd by ths
incorporation of data from a number of new sources and by & thorongh
reworking of all the component series back to 1929. The estimates
total personal income have been extended to 1927, thus providing a
more 5olid point of departure for irend analysis than was posable
when 1829 was the enrliest year covered by the series. Of vory great
usefulness is the expansion of induastry detail on the souree of wage
and salary incomes in each Siate, new series also covers more
types of Income in kind. In addition, for selected yesrs, esfimates

f disposable income in each State have bean published for the first
time. Finally, recent.sbudies of interstate differences in price trends
have been.used to determine the extent to whick the frends shown by
the enrremt dollar estimates deviate from those shown by constant-
dollar figures, The latest revisions, therefore, represent a very sub-
stantial addition to our knowledge of the distribution of incoms am

the States and will provide a fruitful souree of information for a wi
mtslga of studiaz on regional and State incomes,

1nce the latest revisions incorporste most of the statistical refine.
ments that are possible on the bagis of date currently. availabls, the
commities’s recommendations are largely of a longer run nature. O
E‘lmrj" importatices is the eollection and tabulation of new data needed

rther to sirengthen the components of the personal income estimates.
The committes recognizes that demeand for substantially more data in
this area iz ﬁiﬂt and that eventually 2 more effective response o it
must be ma At the moment, however, it is more Imporiant o
devote most of the scaree resources available to Federal statisticai
agencies to the improvement of the national estimates. However, the
committes believes that s continuing search shonld be made in él_:_ata
government, departments, wuniversities, and other research agencies
at the local Ievel for beth new data sources and analytical innovations
cepable of sarving eventually to extend more of the national-aceounts
estimates £o s Teglons] snd State basts, "
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~'~ 2, STRENGTHENING THE PEESENT STATE INOOME BSTIMATES

- Notwithstanding the substantial improvements introdwuced in con-
nection with the 1ecent revigions of the State income estimates, there
remain some important weskmnesses—particularly in the estimates of
nonwage incomes—which could be remedied if additional date were
obtained.

{z) Wagesand salaries '

Although the wage and salary estimates are for the most part firmly
bsged, here and thare the underlying information is-sparse. FPerhaps
the most important gayp is the lack of information f:ﬂ_u.diust the w%ﬁ
pnd salary data from & where-paid to a where-received basis,
tabulations of Federal individual income-tax returns published in
Statistics of Income are based on the addresses shown by the tex-
peyer, but they cannot be used as a basis for allocating wages and

aries by state of residence hecanse they do nok cover the earnings
of Yow-income employees who are not requirsd to file returns; more-
over; they do not provide any breakdowns by class of worker or by
indostry. The residence adjwstments are based, therefore, on data
of & piecemeal variety which permif the conversion of the estimates to
a where-received basis for only 14 States and the District of Cdlumbia.
To remedy this wealmess, consideration should be given to the addition
of a question in the decennial censnses to datermine whether the
or palary worker ig Blﬂﬁ:ﬂl:f&ﬂ in the zame State in which he resides,
Tabulations based on the replies to this question wounld be nseful not

for the preparation of State income estimates, but also for
that are now being conducted in a pumber of cities on the
problems of metropolitan areas. . ]

The most racent old-age and survivers’ insurance figures on the

yrolls of small firms by States relate to the firsi quarter of 1951.
E’Entil recently, these figures were.used to corvect the excellent State
data derived from the nnemployment insurance records for firms em-
ploring fewer than eight persons. Beginning in 1956, howaver, the
eovarage of unemployment, ingurance was extended to firms employing
four or more persons, so that the 1951 old-age and survivors’ insurance
data cannot he used to make the necessary corrections. The committes

that a new tabulation of the cld-age and survivers
insurance data by States be made for & more recent year and that
similar tabulations be prepared periodically, say, once every 3 years,
in order to keep-the corveciions up to date,

Azide from these two major improvements, the comnitfes rec-
ominends-a noumber of steps to improve some of the industry detail
in the wage and an.l.u% estimates by States:

{1) The Office of Xducation rhould expand its questionnaire on
amployment, and payrells of private edncational institutions. Simce
this is aa area in which it has expert knowledge, it would be desirable
that the Office of Education act not only as a collsction agency bat
also prepare the estimates that are incorporaied in the official State
income series. )

2) Considerable work needs to be done to improve the reliability
of the Stats allocations of military payroils and other disbursements.
Congideration showld be given by the military services to the Bamplil?
of both individuzl and payroll records and of the records of depend-
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ency allotaents in order to provide the necessary information. At.e
minimuin, an effort should he made by the military services to break
down their payroll data a5 between persoms In continental Tnjisd
States and those employed overseas, _ "
(8) Improved estimates of the State distribution of wages and
- galaries paid by the railroad industry could be made if the Railroad
Retirement Board were to reguire the Iﬁpml'ﬁmiof ‘payrolls by State
- of residence. If this information were available on the records sub-
mitted to the Board, it would be relativel to tabulate the wages
and salaries paid by the sma].lnumbernfjasa railrpads in 4 manmer
that would be usabla directly for the State income sstimates. :
{4) The sample of the census surveys of State and local government
employment and payrolls should be enlarged and ctnsideration should
begiwnmtakingtggtmwwe '3 or 6 months, instead of anly once
a year. (For s dizcussion of thiz and other recommendsations for
improving the data for State snd local governiments, see ch. XI,

86, 8.} : :

(5} The State tabulations of income data collected in the decennial
gensuses should be cross classified by t¥pe of income {wiges and sal-
aries, self-cmployment income, and other income), by class of worker
{puhiii:: or private employees, or self-employed) and by industry.

{8) Nonwage incomes - '

The primary source on the distribution of %mper? and nonfarm
proprietors’ incomes by States are the tabulations of Federal indi-
vidusl income-tax returnz. However, in recont Fears, these tabula.
tions have contained distributions only of wages and salaries, divi-
dends, and interest by States, TFor other items the latest distributions
available are 15 g&nﬁ old. It is likely that the present sample can
provide sufficiently reliable State totals for rents and royalties and
nonfarm entrepreneurial incomes. In any case, the information
should be tabulated for the benefit of the Naiional Income Division
and oily the that have & sufficiently small sampling errorshould
be released to E|glu.ii:-l:h:.. In preparing such tabulations, the Internal
Revenua Serviee chould separate farm from nondarm entreprensarial
ineomen, sinoa the combined totals are of practically no value sithar
for estimating p or for analyses ufPStai'.a income differentinls.

With respect to farm income, the major problem is that there is row
very littls bagis for estimating the produstion expenses that must be
deducted from gross farm incomes to arrive at the net figurea by States.
It may not be necessary to obtein such dats every year for ench State.
However the Department of Agriculture should devise le sur-
yag;:;v to lsl.mjﬂda the necessary information at least at less frequent
11 B -

In the caze of nonfartn biwiness incomes, the information on self-
21011 loﬂmmt inconmes reE-Drbad to- the Social Security Administration
could be utilized more eifectively if benchmark tabnlations comparing
total self-employment income with tazable self-smployment income
wWere gmparad Such tabulations, combined with the type of income
breakdown of the Stats data in the decennial cengns recommended
above, would ultimately permit the estimation of nonfarm business
incomes in the varigus States by industry.
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{¢) Price date ' : :

A recent stndy by members of tha giaff of the Burean of Fabor
Statistics shows that price trends in the various States have been
fairly similar over the gast severa] decades™ This sagmests that the
relative-tréndls among States shown by the cutrent-dollar estimiates of

nal incomne are 4 reasonable approximation to those in constant
ollars. As a check of the constaney of this relation, the corimittee
recomiends the extension of these price estimates by the Buredi of
LEabor Statistics on an occasional bams. ) : v

(d) Disposablaineome. - . .- _ .

As noted above, Perscnal Income by States Sinee 1929 presents for
the first time official estimates of disposable Income in -Stats for
selected years: 1929, 1940, 1946, 1950, and 1953, On the whole, thess
estimates do not result in any significant alteration of the relative
income position of the varions States that is derived from tha esfi-
mates of parsonal income before tax. The commities recommends
that these estimates should also be continaed on an ovcasional basis,
80 that a confinning check on the relationship between State personal
and disposabla incomes can be maintained.

3. FUFTHER EETENIION I‘IF DATA T THE FATIONAL ACCOUNTE BY ETATES
OR OTHER ARFAS

A number of possible extensions of the State estimates have bean
sug, to the committes. At the extreme, it kas been recommended
that the long-run objeetive should he to prepare for each region or
State a set of ‘social scconnts paralleling those for the national
econoty, including an income ind product account, a balance of pay-
menis, an input-outpubt matrix, a flow-of-funds stalement, and a
balance sheet. .As-we have alraa.ci:r indicated, such an a.g?m
- be wmwize slm;[i? becausa the preparation of estimates for 48 States—

or-even for half a dozen to 9 dozen regions—would be prohibitively
expensive: KEven though the additions to cor Inowledge of the causes
of interregianal and interstate differentials might be considerable, it
13 the committes’s view that, at least for the foraaaenb]e' futurs, the
emiphasis by the Federal statistical agenciea shonld be mainly to ex-
pand and improve the accounts for the Nation as 2 whole. :

‘We would like, howaver, to encourags further work on regional and
State economic problems by State agencies n::iﬁnva.ta resgarch organ-
teations. It iz our belief that most pro, ]l be made in this direc-
tion if the States themselves undertaie to develop more comprehen-
give acconnts, with the cooperation of the ymiversities, private fonnda.
tions, and the regional Federal Reserve banks. We urge the Federal
stabistical agencles to cooperate in-such undertalkings, as they have
done In the past. For example, the Cénsng Bmm%a.s ON 0CCas1on
condneted sgampla income-distribubion snrvays for particutar States on
a contract basis. c S

.In the committes’s view, this is by far the best procedure, Not
only would the direct aration of more detailed State data be
beyond the resources of a Federal aﬁanc{ liks the National Inconie
Dhvigion, but in many respects it wonld be less efficient. 'The local unit

B Ahper. rytz 40l Qlarence B, Siell Iatar ol Difarsntials im Po itn
Renl Incoma Chnuge, Studies In Income udlwlehth. vol. 21, pp. 195-264. ¢ Cap
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may be able to wkilize sources of information that would be overlooked
if the operation wrere.centralized in Washi r'and would be able
to enlist the talents of persons who are familiaé with local conditions

and who can provide expert. assi caintharlanmxﬁ' of the type of
stady naadad%or the -particuiar amm‘niﬂ:nfg:d in coﬂwtggn of
the necessary information. The recent studies of the Chicago Federal
Beserve Bank in Milwaukes and Indianapolis are valnable attempts
to develop a system of incomse and product accounts for metropolitan
ATBAS, | eriments have also beent made with the uss of 1 input-
nuig:]ut tables as & means for community surveys by a research proup
of the National Flanning Association. :
The following are among the areas that might be explored in this
way by local groups, Inm submitting this | committee wishes to
amphasize that the items are illustrative only, Thare are undoubd-
edly others that are worthy of exploration znd these shounld also be
axzmined when the nead arises, '
{&) Income estimates for arens smaller than the Stats. ,
Estimates of income for areas smaller than the State, for example
for counties or metropolitan areas, are of use to governmental units in
the study of local problems and to business firms in market analysis,.
" In recent years a number of studies of this nature have appeared,
articularly estimates of county incoma in g number of .?uuthﬂm
tates. The a}fngromh followed In developing these eatimates is illus-
trative of that favored by the committee—preparstion of the estimates
ll:?' a local organization with assistanee by the statistical agencies of the
aderal Government on methods and data, - This arr t Beems
mogt conducive to the futuce development of estimates of this type.

(b) Income originating o |
'The present State incoms estimates relate to the income received by
the residents of a Staie. For some purposes—for example, in prob-
lems of iazable capacity or regional comparisons of productivity—it
would be helpful to have estimates of income originating in the
Stats, that s, the income paid out by establishments operating within
the hounndaries of the State, regar of whether the income recip-
“ients live within or without the State. .

Tha chief obstacle to securing figures on this basis is the difficulty
of digtributing pmgrty income by State of origin, For example, o
firm having establishmenta upamtl;ig in & nimber of States may re-
port its profits only on ths eombined operations of all establishments
under its ownership. The same problem is encountered in estimating
the distribution of income originating by industry, since a particular
firm may own estoblishments operating in SBv*'Brn.l’ indnsimes. Elsa-
whera wa have recommendad that the problems of estimating profits
by industry of origin be explored. It would be desixable to explore
at the same time the possibility of extending the allocation to States as
well as to md.usgly ﬂg origin, For such i:::{p loratory work, the method
need not ba hi refined. What is needed is o rough indienation of
the extent te which incoma originating in each Stute differs from the
present estimate of jncome received, so that the problem may be as-
sessed properly and rough alldwances made, if mecessary, for the
disparity between the two income estimates,
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(&) -Iniersiaie price differentials .

- Althongh a fmr‘g comprehensive investigution haa recently beem
made of interstete differences in price trends, there is still no informa-
tion on the differences in price levels amang the various States. Such
a study is needed to determine the extent to which interstate differ-
enras In money incoms reflect real income differences, 2 consideration
of importance in weing the estimates for allocating granis-ineaid.
Needless to say, a study of this Stytla':a would require close cooperation
with the Bureau of Labor tishica snd the Department of

-A gricnlture, ' o
{d) O'rossregional produet . _

Tt is clear that the development of an estimata for each State of gross
.pﬁ'miuct and its components would add-an important body of date on
the economie structure and development of various areas of the United
States. Such eslimates would provide a variety of useful informa-
tion-—for example, they would provide comparisons of regional ex-
penditvre patterns, distributions of important categories of goods -
produced by geographic ares, and estimates of personal savings in
the varions States, and would permit an anelyms of the geographic
. impact of ch in demand for particular categories of goo&m Al-

h the diffienlties of deriving product estimates by geo-
grapnic areas are very great, consideration should he given to the
possibility of preparing such estimates. Exploratory studies on sev-
eral ¢components of the gross national produvst (for exampls, producers’
durable goods and honses) might baundertaken first and the list conld
be enlarged after some ence with the practical problems is ob-
tained. Snch studies would provide interesting insights irrespective
of whether the derivation of the entire grogs product feasible,
It would also provide o firmer busis than now exists for assessihg the
difficulties and estimating the cosis of preparing the complete range
of, gross product estimates for each State. '
{e} Other notional accounts , '

Further work might alsc be dene to extend the input-cutput tnh]eﬁ
the halancs of payment statéments, the flow-of-funds aceounts, an
the balance sheet in directions that would improve their adaptation
te regional snalysis. Although work of this type has !
much less than that on the income and produoct accounts, some esti-
mates—generally pmlimi:mrFy and exploratory in nature—have been
prepared at several of the Fedsral rve banks. Regional input-
output tables are perhaps of teah potential usefulness, since they
would help to improve and check the existing income and product
data and would provide a basis for est:mat:mgl-: 25 and net flows
of goods emong regions, However, congsiderable refinement of all
threa of these relatively new and siill evolving technigues of summar-
izinf national economic activity will be required before they can be
applied to regional analysis.

Crarmer X—Sme Durerrvrions oF INCOMER
Distributions of persona] incorae by size clesses broaden the picture

of the economy that is obtained from other dats in the national in-
come and product accounts, They are usefal for many puarposes—as a



. HATIONAL ECONOMIC A0QCOTNTE 107

deseription of how widely income is distributed among the Nation’s
family units; as an indication of the relative welfare of various
: pa in the cominwnity; 85 an &id in understan consumer deci-
. stons to spend and save; as a basis for the formnletion of marketing
programs and policies by business; o 4 guide for governmental poli-
‘cies to improve the earning capacity and living conditions of low-
ineome persons; and as a bagis for measuring the relative tax bur-
dens of the varions incoimne classes. ) ) -

Like most statistics in national accounts, siza distributions of in-
come &ra more meaningful when I:hai are available periodically—if
rot mualﬂv-ﬂami when they are broken down for significant groups
in the population. We know, for example, that in the United-States
income is now much more equrally distributed than it was in the 1920
and much of the strength of our economy in-the postwar period has
been sttrilmted by some economists to this change in the distribution
of income, Whether the distribution of income is changing—and the
direction and size of the change-<is imformation which is necessary
for the development of both public: and private policies. For this
TRAFOT, the commitien believas that size'distributions of incone should
remain sn integral part of the national actounts, and that the data
wnderlying these distributions should be imp -in oxder to obtain
more reliakle estimates. o L

The snly available set of incomes distribution éstimates that is inte-
grated with total personal income as shown in the national accounis s
prepared by the National Imcome' Division.® The blowpup sta- .
tistics derived from sample field survey: of family income as well as
thoss from individual income-tax returns. fall considerably short of
these inecme totals, partly because mommoney items of incoms are
almost entiraly ax:c.lmijed, -but to a considerable exteni also becanse of
understatement, of the various money items. Moreover, the relative
amount. ¢f income understatement in the primary, date varies conszid-
arably smong types of income and alse from one year to another.
By adjusting to the annual incowe totals for saparate types of income,
and by integrating the field survey data with the basic information
from tax retu the National Income Division provides a size dis-
tribution s:arl.e;naat ig mara compatable over time than the servey or
tax raturn: data, and that ean be interpreted in conjunetion with the
income totals from the national inecome and prodmet 2ceounts.

Although considerable progress has been mads in recent years in
improving the statistical techmiques for making estimates of income
siza distributions, these advances have not-—and, indeed, cannot—
overcome the gaps in our knowledge about the income of important
groupe in the popration. To fil} these gaps, it will be necessary to
allocate mors resources to obtain informabion to improve the correc-
tions for understatement of income embedied in the source material
5}1%.1.(1 pﬂﬁdﬁ more gdequate materinl for combining the various sets
of basic data. -

1, INTEQRATION OF FIELD-AURYET AND TAX-RETUEN DATA

Field-survey and tax-retorn date carmot be divectly integrated be-
cause of two major problems : First, the reporting unit is different in
the two sets of dats; and second, the income concept iz not identical.

" Has Theomea Diatributlon in the Unltsd Biates by Slee, 104450, 1353, apd Inrome
?ﬂgﬁbﬂﬂm to the United Btates by Size 1940-0%, o Barvey of Corrent Budoess, March
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The raportizf wnit in field surveys is the family or nnattached indi-
vidual required for purposes of zncome size”distribubions, and the
family income that is used as a basis of elassification by income size
in these surveys covers a wider range of money income items than the
tax return statistics. On the other hand, survey data generally suffer
irom substantial understatement of mcome due in larglgmp]z to the
faulty recollection by dants of their incomes. Hi 'a'uro‘:EE
are particularly weal for income ranges at both the lower and the
upper ends of the incoma distribution. Tax retwrn data are, of course,
weakest it the lowest end of the income scale, hecavse persons with
incomes below the income tax Aling requirements do not file retorns
unless they are eligible for refunds. ' -

In view of the deficiencies in the two sets of date, the cheapest
method of obtaining distributions of money income by income classes
would be-to utilize the best information in each source. To do this
correctly, it is necessery to have sufficient information to bridge the
two sets of data. Swuch 1 bridge can be construetad by multipls cross-
¢lagsificatiors of familty onits in the fiald sprveys by income-size tlasses, -
by numbers of earnersin the family, and by the types of incomes
received by each Income recipient in the family. By matching a
sample of the inéome racipients covered in the field survays with the
tax retnrns they file, it is possibla to reclnssify the tax return tabmla-
tioms by size of family income. ' e

This is, in-essemce, the method now used by the National Income
Divigion, but the latest data for establishing a bridge between field
sorveys and the corresponding tax return data are for the year 1949,
Since the intervening years have produeed numerons changes in the
economy, it is essential that new and more current eross-classifications
be ohtalned as soon as possible. The committes recommends that, in
connestion with its annmal suwrveys of income, the Census Burean
should provida these eross-clagsiheations pericdically, say, once in
avery 3or b years. Wealso recomnmend that e, submnpfe of the sensus
sample be matched with tha corresponding tax returns for these years
in order to complete the bridge between the two sets of data.

Unlike the 1949 study, the new matching stidies should concentrate
moxe on the upper end of the income scale in order to obtain o larger
number of matched ineome-tax returns in the top income sector thax in
1949 whem the sample of matched cases was small in the top income
ran, .ﬁ.lt]’nmth consumer units in all income classes should be cov-
a in the sample thaf is salested for matehing, a larger than propor-
tionste number of upper-income cerisuz families and pnattached indi-
viduais should be drawn,

Another important data gap would be filled if tax returns filed by
members of farm coperator Tamilies—the persons m&mng farm in-
come and, sepamtalg distingmished, other pergons in the family—were

. separately tabulate ineome classes ag part of the matching study.
The National Income Livision now attempts to remove the {ax retnrns
filed by all these persons before combining the returns into family
units, beéause Income size distributions are deval from pther date
gources in the cass of farm operator farilies. The Internnl Revenue
Service has provided a special tabolation for persons reporting farm
proprietors’ income by income classes, but the necessary data for other
members of the farm ¥ can be obtained only by a matching study
of the type proposed hers. _
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2. COERECTION FOR UNDEEETATEMTNT OF INCOME

The avsilable evidenes suggests that, even after r[gmrta of field sur-
veys and tax réturns are matched and appropriately combined, the
msulmg disiributions fall substantially short of accomating for total
personal income received. The missing ineome consists to o large
extent of entrepreneurial and property incomes. Since these income
items are not distributed proportionutely by income classes, some fac-
tua] basis is needed for allocating the missing incomes by income levels,

One of the sourcas of data wsed for m these allocitions has
bean. the audit control studies condyucted by the Internz] Eetenua
Servica for returns flad in 1035 snd 1949, these studies, a scien-
tific -sample of individual income-tax returms was drawn and each
return was subject to & full feld audit by trained internal revenne

. Although the studies were used primarily for evaluating
adminisérative techniques of tax enforcement, they also yielded in-
formation on underreporting of incomes by taxpayers. As of this
tima, all of the information on income errors for the 1949 survey has
not yot been tabulated. Moreover, a similar stedy was made for the

ar 1950, bat no income information has been tabulated as yet in
orm that would be useful for correcting ineome size distributions
for onderstatement of incones.

The committes urges that the information from the 1949 and 1950
audit control sindies be tabulated by the Internal RBevenue Service
us soon a5 possible to provide estimates of the amounts of each t
of meome disclosable by andit, by the income classes uged in Statistics
of Income. These tabulations should be made availabla to the pub-
lic—except, to the extent that they involve confidential information—
in grder that nen-Government research students be given the oppor-
tuniw ‘thein in anelytical studies of meome size distributions.

Ta ion of the 1949 and 1960 amdit conirol stadies will not
satisfy the needs for the future, since the pnderstatement of incomes
on fax retvrns amomg income classwes and types of income may not
remain the same for a long period of time. Accordingly, it wonld be
desirable to have such surveys at least once in every § years as a basis
for allocating the missing income. The committee recognizes that
these surveys are expensive. Nonetheless, we believe that the pur-
pose for which they would be used is important enough to warrant
the axdgmdltum of the necessury funds, particvlarly since they would

ovide exiremely nseful data for administrative purposes es well.

ith individual income-tax receipts at a level of about 336 billion,
the expenditure of funds for locating returns with tax errors and for
evaluating the efficiency of auditing tauhrﬁiﬂuaﬁ eannot be regarded
as a [nzury. We also snggest that the Internal Revenve Service should-
design the tabulations in eonsultation with the National Incoms Di-
viston in order to avoid the loss of information needed for sta-
tistice} purposes by inadvertence and to avoid tabulation of un-

necensary information.
3. $PECIAL STUDY FOR TOF INCOME TAX EETURNE

Barguse the National Income Division’s family income distribution
peries is determined to a ltrlga extent :ly the pattern of income changes
over time shown by Fedaral individual income tax returng, the revised
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ineame size distributions will refleet the deerease that oceurred in the
number of Federal individnal income tax retmms reporting high
incomes hetween 1950 and 1983, ' In view of the general increase in
incomes and in partiealar the almost certain increase m upcllz:; braaket.
salaries in this period, the decrease is pugzeling and merits investi-
gation. Ome tﬂ the Tnternal Bevenue Service can do immediately
to shed light on this question is to prepare for the years 195053 size
distributions of tax returns, by scorce, on the basis of the income e
reported less net capital gains.  Such distributions should also be pre-
pared for subsequent years, since the Natione] Income Division musk
I any case adjust the data for capital gaine. In addition, the com-
mittee recommends that a sample of top Income tax returns in 195¢ ar
;_lﬂ.’i!fbe selected m%d the returns for the seme mm%dslgals Yoc 4
insofar as possible, for sucees yoars through, say . Deta
tabulations of all the income and deduction items, ineluding the details
of the capital gains, and related schedules reported on their tax
eturns by this sample in successive years mi%ht. throw light on sone
of the reasons for the decrease in the number of retarng in high-iheomes
brackets and would, in ‘addition, make an important contrbution to
our understanding of the financial situation and activities of families
at the top of the income pyramii. : :

A S0TBCR PATTERNS DP IMCOME FROM TTE FIFLD AURVEYER OF
: FAMTLY THNCOME

To appraise and sdjust the incorne distributions from the sample
surveys in tha light of available mformation on totals for the various
typea of income, tabulations in terme of spuree patterns of income are
needed, These tabulations should show, for families and unattached
individuals in each income class, the aggregaie amount of each major
type of income reported in the E-iownrup sample survey, and the num-
ber of consmmer units reporting that type of income. Sinee relative
understatement of income in the surveys differs for the various types
of income, and sinca the relative importance of the various types of
income differs among income brackets, sourecas patierns provide a basia
for adjusting the survey results in the hghf of the independently
determined totals for the various of income,

Source patterns should be tabulated separately for farmn operator
families, nonfarm families, and unatbauﬁ? milﬂlillﬂlﬁ partly be-
cause the three groups differ greatly with respect to the types of in-
come comprising their total income. If the sample permits, the non-
fa,rmgrg:‘}) should be subdivided by major mcgatmn of the family
head in order to make possible the derivation of adjusted distribwtions
for important subgroups of the population.

§. IMFROVED DATA FOR FARM FAMILIFEY

Limitations in the Income gize distributions for farm families (i. e.,
familias ti]])le.mthlg farms as defined in the census of agriculture) reflect
the fact that total net farm income is substantially wmderstated in

ically all sampla surveys of farm family income, and even more so
In income tax returng.  Thus we eannot be certain that tha basic chape
of the family income distribution for farm families, as measured for
exaquple by the Lorenz curve, is even approximated by the primary
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data. Norcanthese data be nsed to messure changes in the farm income
distribution gver time because the results have been obtained from
Fuccassive surveys which differ substantially from one another. -
The committee recommends that a major effort be devoted by the
Department of Agricnlture to experimentation with alternative
methods of enimeration until improved resalts are obtained, i. e, until
the estimates from one year to the next are consistent and conform
reagsonsbly well with the annual net farm inceme totals. Thess surveys
should be designed to cover nonmoney inccme from farming, az wall
as the nsoal monsy ineome, to fill an important dats pap that acconnts
for s significant fraction of farm family income.
8. DATA ON LOW INCOMES
One of the important nses of income size distribntions is to identify
the population at substandard levels of living and the canzes of Jow-
income statms. A considersble amount of mnformation is already
available on the charecteristice of Jlow-income groups,®™ but our
Inowledge falls considerably short of what is needed for policy

PUrposes. -
In fact, we are not abzolu certain at the present time about the
exact number and proportion of the Nation’s family units in the lowest
end of the income g)ﬂl'-l‘l ibution. Estimates based on the two currently
available field surveys of income, by the Census Burean and by the
Federal Reserve Systemi (in cooperation with the S Research
Clenter of the Dniversity of Lﬁiﬁﬁn}, vary widely. Part of the
difference may.be accounted for by differences In the coverage of the
two saurveys.™ But even after adjastments for these differonces ars
made, the variations in rumbers of fanily units helow the $2,000
income leval are still relatively large. The commitiee sugprests that
a major effort be made by d':e agencies conducting the surveye to
et From the qusstion. of nommbera, thers 1 mend for obiaining
_ ¢ question of n eré 18 nead for
oonmPFmbly more infoermation ahout the Iéw-incoms pz in order
to identify them properly. Low incomes may reselt from lack of
education, age, unemployment, illness, widowhood, baolen, families,
ion, and other causes. The relative importance of some
of thess problems is known approrimately, but a complete eatalog of
all of tha canses iz not available, For the immediate future, identifi-
cation of the socio-economic characteristics of low-ineome units is
probably one of our most important problems of data colléction.
The committes recommends, therefore, that partienlar emphasis be
placed by field surveys in the near future on low-income units. This
will require more adequate samples for the low-ineome clasges in onier
to provide statistically reliable estimates of the numbers of families
and nnattached individuals in the various socioeconomic groups men-
tioned above, Sperial efforis should alse ba devoted to improving the
data for low-income families by meens of special probing questions or-
other devjees. Requiring special attention is the extent to which the
® oo Churactarlaten of the LowIneoms Pﬂ%lﬂa.ﬂnn and Rilated Podersl Fro )
Thr Jalnt, Crmatee on the Hepuomts Boport, Sith Conp, Lot eass (1900} Adisiienal
informatlon may b sxpectad fTom fhe werk of the New ' Tork- State lnm'dwu'mmm
Comnmittee oo Lirw Incemea, : "
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nember of low-income units, particularly unattached individuals, me
be overstated in. the surveys hecansze the unitz are enumerated an
their family status determined in 1 year whereas the income informa-
tion obtained periaine to the preuecﬁng Fear in which they may have
had entixely different livi.nghanju.ngement.s, e &, lived as: members of
suother family wnit on whom they were dependent for sappert.
Finally, an effort.should be mads to obtain inecome histories eov-
ering a period of several years to determine the persistence of low
incomes among families over o pericd of time. & censns of 1860
will provide many data on the characteristics of low-income groups.
We altach speciaf importance to the satisfactory tabulation of these
data gince much meaningful information could thus be provided at low
1. EXFENDITUEES AND BAVING BY INCOME OLASSER

No of the Government is now collecting, or planning té col-
lect, information on the expenditore patterns of the varions income
classes “for the couniry as a whole.™. The last countrywide wrban
study of this kind was made by the Burean of Labot Statistics for the
year 1860, and even these data were not completely tabnlated il
rocent]l y—with funds provided by a private foundation to the Univer-

ity of Pennsylvania, A similar farm survey has just been completad
by the Department of Agriculturs; _ ' .

The commiites believes that surveys of mtures and seving
b¥ neome slasses should be a regular part of statistical programs
of the Federal Government. Plans should eventually be made to malte
such éurveys once every 5 years in sufficient detail to provide esti-
mates of tﬁﬁ uuﬁa&ﬁy consumers for the major categories of ex-

anditurez (e 2., , clothing, shelter, consumer durables, ete}.

owaver, before such snrveys are made an a regular basis, eongid-
erably more imentation will be nesded to refine iqTies o
data collection in ofder to reduce nonreporting or underveporting by
respondents. : :

o also call attention to the veport of the consultant commitiee ap-
pointed by the Federal Rezerve Board on Consumer Survey Statistics,
which made specific recommendations for the improvement of the
mm of consumer finances conducted by the Mic lf-m Survey Re-
‘search Center of the University of Michigan for the Federal Reserve
Bonrd.®™ The survey of consumer finances provide material for ap-
prajsing the economic situstion of houssholds and for understanding
and predicting consurners’ behavior. We believe that immediate ac-
tien should be taken to implement the recommendations of the con-
sultant commiktee, : :

: $. INGOME HIBTORIES

- The inceme of a farmily nnit in one particular year is the result of
both permanent and transitory factors. Lenpthening of the peried

1o i{z badrel for the fecal year 1958, the Borean of Lator Statiztics usgtad fpoda
for condueting atch survays jo 2 to 6 of the 44 miHeg 10 which prices sre collseied for the
Colsumer e Index, t the time this Imdf&t WAS m*amrpdu the Buresd indicated I
intentlion o requsst sgch funde annoally to ke tnrveys in a different grovp of sltles doe
7 apotin of Hoderal Rebocee Conpatiant Commtiiiees on Deonsm Sintlstl heasings

arCre DAOLIAT 1] 14 B
the Subeommittes on Doonomic Statlaties of the Jﬁn‘t Commitiee on tl:'Emnu ¢

betare
Eeport, £4th Cong., 16t sega. (1$85), pp. 240-80d
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govered will-yield size distributions of income that are more rcigr&
sentative of income status than annual data. We have already cailed
attention to the need for such information in connection with the
analysis of the incidence of low incomes. Information of consider-
- able value could also be obtained for higher income groups by concen-

trating on income histories of family wnits for more than 1 year.

_To obtain this infermation, it is necessary to colleet income data
for the same family units over a period of years.  Field surveys carmot
easily be used for this use it is difboult to oblain reliable
responses from respon for the distant past. Accordingly, veli-
ance would have to be placed primarily-on a sample of identical tax
roturng filed with the Internal Revenne Service for the necessa
information. The commitiee recommends that the methology an
problems that will ariss in connection with such s study be ed in
& pilot project baged on a small sawmple of tax returns, with the view
to establishing & permanent method of collecting information on the
income histories of identical taxpayers. Since tax returns will not
cover the low-income groups adequately, consideration should -alse be

ven to the cfombﬂlty of using more re methods of interviewing

rough field surveys of low-Micorne units to raund out the picturs
of income histories that would be obtained from tax returns.

o CEHANGER IW THE METHODS OF INCOME DISEURSEMERT

Asihe economy has grown and the tax system has changed, methods
of compensaticn and of withdrawing income from corporations have
been greathy altered, The relianecs on pensions; deferred compensation -
and stook aptions in lisu of eash wages and salarvies, the conversion of
ordinary incomes into capital gains, the growth in importance of
business expense accounts that cover ifems of personal censumption,
and the nse of personal trusts to split incomes among membars of the
family iz likely to have had an iinportant impact on the relative size
distribmtion of income. Since the National Incoms Division relies
heavily on the bookkeeping records of business firms and on the tax
returns of individuals to estimate the size and distribution of per-
gonal ineorne, theit sstimatea do not take inte aceouni many of these
¢h in intpme dishorsements that have peeurred in recent vears.

Unfortunately, it is difficult to prescribe procedures for remedying
this situation, since the required information is not readily avaira,hle
in official sources. It iz imporiant, nonetheless, that the develop-
ments deseribed abova gshauld be carefully examined by compatent re-

‘gearch workers. - The committee en that private research organ-
izations and whiversities wonld be the most appropriate agenciss for
conducting such -analysis. In order to make thess studies possible,
the collecting agencies of the Federal Government pnrbiculgrly the
Internal Ravenue Service, should provide research Workers maxi-
mum, feagihle access to officinl records. It will be necessary also to
have the cooperation of business firms and financis] -institutions to
supplernent the data from Federal Government records. :
committze also urges the Conference on Research in Imcome
and Wenlth to encourage research in thiz ares end to make available
its facilities for an interchange of views by those interested in par-
ticipating in such research. We nlso urge the conference to devote at
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Jeast one gession at ome of its annpal maaﬁngstﬂ.ﬁdimssioﬁnfthm
difficnlt and complex but important mattera. : , :

14, BEGIONAL, STATE, AND COUNTY [IBTRIBUTIONG '

Requests are frequenily made by Government officials, research
workers, and businesses for breakdowns of the national income size
distributions by region, for pariicular States, and even for counties,
The collection and tabulation of dats to such detail requires samples
ofh :ﬂ-:m tht‘l:a]; Jﬂﬂrl;]lddb: prohil:dti:]a:lﬂi] . nsive and it is doubtiul
w L vernment, woie its BXCE]
for the dscannial sensascs, to the collection of theso dath. . Thare B
ng Tes however, why the State governments cennot undertake to
makea _fuch sample surveys erther directly or through com
sampling organtzations, Census Borean his cooperated on 2
ny of ocessions with State governmants on a contract basis, . This

ar, for example, it is conducting special ircome field surveys for

ew York Stats and the District of Columbia. The commitiss hopes
that the Burean will be able to-continme to satizfy in the same co-
aperative spirit similar requests in the foture,

11. FLANS FOR THE I980 OENEDE

It seems likely that, as in the censuses, income informa-
tion reloting to the income year 1959 will be collected in the 1860
aensus for o sample of the populstion.

. The commitien hasll)aeau informed that in all ‘probability a house-
hold schedule will be used rather than the line schedule which was
employed in the 1950 census. This change will have an imporfant

bearinhg on the usefulness of the ineome data, sines it will be ?Bwhle

to collect information sepatately for each family member rather than
for the family head ansgfur all other faraily members as a group. The
committee strongly recommends that this change be made.

The commities elsp believes that the next decennial censys should
be made the oceasion for a concerted effort on the part of other Fad-
erel agencies to fill many of the statistica) gaps in our knowledze about
income size distribations. Plans should now be made for: (1) match-
ing studies between census data and tax returns; (2) tabulation by the
census of eross-classifications for combi census and tax return
date; (8) an audit control survey by the al Revenme Service
to obtain estimates of underreporting on tax returns; (4} mote de-
tailed census questions (o obtain better data on the characteristics of
the low-income groups; snd (5} a supplementary survey designed {0
obtain estimates of expenditure and saving patierns by income grou
and ngother gignificant characteristics of consumers. We would
ho t future decennial censiises. will continue the collection of such
data. 'With appropriate supplementation by smaller and less apbi-
tious sample surveys in intercensal years, the Nation would then have
a continuous body of data on inenmd size distributions which woxnld
shed adequate light on numerous imporiant aconomic and social

uestions. 22. PUBLICATIONS OF ENTIMATES <] /.1./}( 004 wﬁfﬁr—n

The National Income Divisicn generally prepares preliminary size
disitributicn estimates for the Nation as a whole mt.hIFI'l 6 or Bargnths
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after the end of the year. For ezample, distributionz for calendar
ear 1955 were published in the June 1956 imué of the Survey of
‘Current Business. At this early date, data from the Survey of Con-
sumer Finances are generally available, but the tabulations based on
the Census Buresu surveys are not yet complete, and no data are avail-
" able fromy tax refurns. rdingly, the sstimates for the top income
" brackets are little mere than extrapolations from the last year for
which all of the source material ia available, with heavy reliznce on
the assaumption that the shape of the income distribution reflected in
Lorenz carves for the major sectors (e g, farm families, non-
farm families, wage-earning families) has remsined vmehanged.
Althongh it is true that fme:nz curves change vory little year
to year, wide variations in the distribution of income by size classes
may oceur even if the changes in the Lorenz corves are small. In view
of the facts that the estimates can be misintarpreted by those who are
familiar with the approximate technigues thet-must be nged in pre-
paring enrrent sstimates, the committes guestions the desirability of
3:111' size distributions of income before survey and tax-return
ta are available. We recognize that, for same pur rough esti-
mates bazed on constant Lotens curves are sofficient. Su:i: extrupola-
tions a3 are now made should be done informally nd quickly--if at
all—and the results distributed to persons or organizations in mimeo-
fraphad form with a warning about the character of the estimates.
[t would be beiter to aveid giving widespread circulation to such
estimates in order to prevent the mevitable misinterpretations that
ROW OACUL.
13. INCOME CONCEFT USED IN SIZ DISYRIRUTIONS

At the Ermnt time, the ineome size distributions prepared by the
Rational me Division are based to a large extent on the personal
income concept used in the national incoms accounts. “Family per-
sohal income™—the concept nsed—is equal to personal ineome less the
income of members of the Armed Forees living on militery posts, the
income u&ths po Il:él&tlﬂll in insﬁj;utiallls, snd the income of nonprofit
organizations. decision to use the personal income coneept as a
basis for the income size distribution estimates was made in order to
provide a close tie-in with the aggregate persona] income dats that
are now widely used.

The committee recognizes that the nse of different income
makes for mﬂmmm Hmvefsr, we helieve that, in tbiﬁhpaly‘ X
case, there in 8 virtue mn enforcmy consistency, particularly when
some departures have already been made with o to the income
recipient units inclnded in the size distribwtion totals. Yt is doubtfnl
whether, for most uses to which the data are put, the concept used at
the grmnt time is applicable. Moreover, use of the present defmition
of ily personal ireome tequires the ailqca,ﬁun ofp impiied interest -
derived by individuals from commercisl banking and the property in- |
come sarned by life-insurance companies to the varicus size classes H\
which can be done onky oz a rather arbitrary basis.

Te male the data more me to most users, the commitiee
recommends that the basic eoncept of incoms far size distribution

urposes should be the sum of : (1) cash incomes earned in production,
]()E} transfer payments, (3) wages paid in kind, {4) the net reatal
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value of ownepnmufgiad- farm and nonfarm dwe]lin%, and (5) the net
value of food and fuel produced and consumed by farm proprietors,
‘This concept would avoid the distortions in the size distributions.that
would arise if all imputed items were neglected. At the same time,
it would limit the imputations to those ifema that are clearly neces-
gary to put the incomes of farm and nonfarm groupe and of heme
owners and renters on a comparable basis. ' FEU
It would be desirable also to provide size distributions on the basia -
of thres additional concepts t.haﬁ:gwq important practical and analyti-
cal usefulness. . The -first is a distribution baged enfirely on a cash-
income concapt; the second o distribution based on the revized family
personal incoms concept. as defined above plus realized net capital
gaing and losses; the third a distribution based on the national ineome
goncept. The cazh income concept iz wanted by those who use the
date for marketing purposes. The concept inclusive of capitel gains
is partienlerly important to evaluate the effect of profite realized as
a result of changes in the value of individual aszset holdingg during
inflation or depression. As indicated in.chapter ¥, when data be-
eome available, both- realized and qnmalmed_caﬂtal ins should ba
introduced into the systemn of naticmal zocounts. It wounld be de-
sirable to add at the ssane time vmrealized capital gaing to the second
of the supplementary size distribution concepts s hers. The
national Income concept wonld show the effect on the size distribution
of income of all the uug‘l;ted items that acerue to the benefit of in
dividuals and of andistributed corporate profits. _ :

14. OQONELENT-BOLLAR FATTM ATES

For some p estimates of income size distributions using in-
comes in constant dﬁm are useful because they eliminate the effects
of price changes, The committes recognizes that adequate deflators
for the different types of familiss in the sconomy and for the dif-
ferent income levals are not available. Nonetheless, aven approximate
estimates based on constant dollar figures would be heip We sug-
therefore, that rough constant-dellar estimates be prepared when
e oficial estimates in current doliars are released. Initially, the de-
flation of incomes for price changes might hs made on the bagis of the
Consumer Price Index for urban and roral nonfarm families and the
index of prices paid by fazmers for farm families. However, later
separate tﬂ\ﬂato;'ﬂi might be developed at least for farm; rural nonfarm
and urban families and, if possible, for unattached 1mdividuals and
high-income families.

Crarrer XI. BratrsTtical Apequact oF NaTioxar INGOME awD
Provover Esyrmares

1. GENFRAL CONSIDERATIONS

To the extent that national incoms 2nd product data are utilized for
public policy formulation, private decision miking, and economic
analysis, users of the dats have o decided interest in their reliakility.
'This concern is shared by the compilers of the figures—the staff of the
Nationsl Income Division and other Federa] stafistical agancies—who
exhibit a gennine professional desire to prodnee the best possible data,
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and steadly to mprove the adequacy and guality of their estimates.
Wehavea indieated that, from the standpoint of aceuracy both
with respect to agoregates and mach of the detail shown, the data in
the national income and product accounts probably surpass those of
any other country in the world. Deficiencies that do axist are the
result primarily of the inidequacy of the basic data, 5o that major
improvements in.reliability. will be possible only if the primary data
{#) Measurament of arvor L '

In the g:raﬁnn of the national income snd preduct accounts, use
iz made of a largs volume of statistincl materials collected by govern-
mentai and privete agencies for other. purposes—information that
must be further processed to fill the gaps and fo adjnst for diferences
in definition. The final ¢stimates are unavoidably affected by the de-
groo of aceuracy of the original dnta, their adaptability to the national
apcountiny framework, the extent of the coverage g8 well us the char-
sctar of gaps in special-purpose statistics, the regulirity with
which figures usable for benchmark purposes or for current extrapo-
lations are collectod, and the Bimelags between the dates of collection
and publication of the original materinl. The very nature of tha
available date thns leaves an imprint on the estimating procedures.
No simple mathematical or mec procedwre can be utilized—
the procedure used must depend on the particular item being estimated.
The problem is further complicated when subjective ad)justments must
be made to the original data, or wher items that do nat r-apbzéeaent ae-
tual money transactions must be imputed. Relinnes mnst be pla
therafore, on the use of judgment in the development of meaningf
and consistent estimates mitable for incorperation in the national in-
eome accounting strueture and—above n the development of
checks against independentiy derived alternative measuremants.

Although some messurements in aconomics may be prezented with
what mey seem to be a great degree of mathematical precision, appear-
ances may be deceptive. One ireqbuentlr encounters econonic data
that give the impreesion of considerabls accuracy and axactness, merely
because of the form of presantation. 7This is the case, for example—to
the uninitiated i least--with the ordinary balance shests and cost
of production statements. Even if expressed to the last ¥, it 18
likely thak only the figures in such statements ¢hat reflect the handling
or pogssession of money and some types of claims are accurate. Other
types of data, such 93 those reflecting inventory valwation, amortize.-
hon, gup-dwi]f patents, special contingency reserves, ete., can hardly
be viewed in the same light. . Tt s di t, if ot impossible, to apply
the canventional statistical concepts of accuracy to such data becanse
the figures sre a byproduct of theories, conventions, and raticnsliza-
tion of self-interest. Becanse valnation is a subjective process the
typical accounting statement is & combination of a hard kernel of rela-
tively accarate fgures, representing transections to which the erdinary
ideas of marging of error may apply, and numerous other figures that
are fuzzy in character and definition because of the manmer in which
they are conceived. Yek, for all owtward ﬂ‘lpurpos-aa, figures of bath
tj‘%ﬂs may be indisiinguishable in financial siztements,

ven when one is not faced with the problems inherant in accounting
data, it is not always possible to determine the degree of relative ,



118 NATIONAL ECONOMIO ACCOUNTS

acouraey with which measarement is carried out in the case of economic
and social observations. Although the information songht is eom-
aratively simple and the data are obtained thuu&]: what

be s complete enumeration, errors cresp into-the final results—
respondents may not provide correot answers due to misunderstanding
of the questions asked, faulty recollection, inadequate records, desire
to place themsalves in a partienlar light or through sheer exror, while
the colleciors of information may fumble by misrecording replies, or -
by omitling some wnits or persons who should have been co

Somo of these difflenlties may be minimized through the use of
“probability” smmpling which helps to reduce the task fo a more
manageable size and permits the use of more highl {ltmned d personnel
to m].m the information. But even then, although it may not be too
difficult to estimete the probable error of measnrement dua'to sampling,
it probably will not be possible to accourit for response érrors, or those
commj in the course of collection and compilation of the informa-
tion. As s practical matéer, it is only in comparatively isolated in-
shnmthﬂthamrgimofmcmhmputeﬂintha case of
mffmﬁﬁsﬁfﬁ ; eodures in which jud '.'bI'

us, the use of patimating procedores in which judgment inevita

plays an important role, andp of data collected by governmental ang
privete agencies which are essentially byproducts of administrative
routing, makes it virtually impossible to avaluate the relative accuracy
of the warious components of the national income and prodoct ac-
counts in quentitative terms. Little could be gained by the assignment
of quantitstive expressions of m]iahihsy to individual components so
long as such evaluations are not derived from c',%umus statistical pro-
cedures; and these cannot be used in the case of the national income
data becanse much of the original source meteriel does not lend itself
to this type of computation. - Con

Quantitative indicators of relative that are derived by
judgment alome would alsc be misleading. (Jmantification of mere
opinion, however well gualified, would inevitably give an errobeous
impresgion of mathematical ascuracy. Fi11-1:114@31*111{»1:ea1 the margin of
arror daes not remain the same at all times, particularly whan esti-
meting procedares and available dsata change or when the benchmark
data used become com tively old due to the e of time.

For thess reasons, tﬁa committes doas not believe that any useful
purpose would be served by the publication of regular, quantitative
estimates of errer. The facts concerning the various sowrces of po-
tertial error are stated with gieat candor in the National Incoms
supplement and, since the error sourtes are so varied in nature and
so subject to change over time, anything more specific than general
warninge abont inadequesies does not appear to be justified. =

I1 this reasoning is valid it also rules out a compromise su T
viz, to attach la to the varipus published compomenis of the na-
tional acconnts indicating their relative reliability, one letter, e. g.,
identifying the components lability to the Jargest relative arror.
Such a classification, unless simply based on nonquantified judgment,
presupposes t}iiﬁﬂoaalbilit]r of ranking the various components ac-
m:_:dmdg_to reliability by some objective criterion. If such a criterion
exigtad it conld alzo be expressed in gquantitative terms.
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(&) Verifloation of catimates . ' :

In practice, national income statisticians seek to improve the ac-
ouracy of their work in several ways. Imitial esthmates ave made for
smnall segments of national secounts, in the hope that, when independ-
ently estimated individual estimstes are ted into broader com-
ponents deemed suitable for uhﬂica.tic:% errors in. individuel esti-
mates will tend to offset eaag other. Pragmatic experience does, of
courss, confirm the theoretical expactation that artors in unbinsed
dsta tend to cancel out in the courss of tion. This is far from
.cATtain, hwave.riins‘ﬂmiﬁﬂ cages, nor will this be the case when bias is
present in the original data. ' . .

. The reasonablepess Mm:lu estimates may sometimes be as-
gessed by checking the 'gufthaderimd figures to some others
- in the light of soie previcusly determined or determinable economie
patterns. This type of check assimes that lun%-:]atabhshad potterns
are substantially stable, It may perhaps be l.jlelg when the primary
coheern s with the development of data suitable for the interpreta-
tion of long-term’ de ments. However, when one is concerned
with changes that take place over shorter spans of time, important
deviations long-term relationships are found more often thar not.

Another method of verification is to compere the figures in the
national income end product aceounts which are usually derived from
agﬁ:'aﬁztiv& statistice—particularly figores relating to honaeholds—
with blown-up sample a for the same items. However, the diffex-

ences in concepts and the difficulties of obtaming sdequate information
from entreprencurial and high-income families are still se greet that
this methos of verification can be used for close comparisops only in
exceptional cases, though it is often nseful for checking orders of
magnifude in items that are particularly difficalt to measure satisfac-
torl ]i? either method.™ S '

T est check now available to national-income statisticians 15 the
reconciliation of tes derivéd by the income method with tha
results obtained by the prodact mathuc{ i, ., esgentially the ecompari-
son of gross national product with the snm of national income and
indirect taxes. Unfortunately, not all the items reprasented on each
gide of the national acconnt 15dger are truly independant. Tha pub-
lishad “statistical discrepancy™ betwesn tha income and product side
thus canrot be taken as fully indicative of the degree of aggregate
error in either or both of the kwo sides of tha national income and
praduct accounts. Moreover, the amnt consigtency, or lack of it,
of tha final agpregates and the em of the “statistical discrep-
aney” is not necessarily indicative of aceursey of the global figares
but may be merely accidental. - - )

There is & widespread impression thet the National Income Division
treats the statistical discrepancy as a stmon-pure residual, letting it go
whera it will after entering best pomsible estimates of the othar
items. Actually, the Division naturally has in mind the itude
of the discrepancy and its change when making the multiplicity of
estimontes and adjusiments that go into the prelminary data as they
are being readied for publication. The corrections er adjustments

“For 3 more detailsd discussion of the provisme yolsed in such o m&ﬁwn in the
specinl case of By extimi ey, S B-emsrtl i Federal Beparve Consnuttant Committees ol
mmittes on Xoonomic g of tha Jolnt

Oy baHAH
L‘mnjtmlm tha Feomemje rt, 24th Conp., 1ot sese. (1058 ), DD 'E_El'.
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then made are predominantly in the direction of minimizing the st-
tistical discrepancy. The statistical discrepancy thus is.a reflection
of the fact that the processes of compiling income and product statis-
tics are not, and eannot be perfect; but it 13 not necessarily a measure
of the imperfection. Honel;he]eﬁ the compuratively sm itude
of the statistical discrepancy in the naticnal income and prﬂgug:t' fute-
coent.for most of the last 80 years * may be regarded at least as partial
evidence for the fundamental validity of the estimates. . . . -

Some users of the national inmmg-andﬁ;ﬁodnct statistics urge that
their utilization in practical analysiz would be greatly facilitated if
the statistical diserepancy wers allocated by the producers of the data
“and not shown as 1 saparate item in the aceounts. Tha committes was
about evenly divided on this suggestion. Several members felt that
the publicadton of the discrepancy serves the useful purpose of warn-
ing nsers that the datz are subjert to error. (Others thonght that it
wonld be maore convenient to have the discrepancy allocated and that
tha estimators themselves are better qualified for this allocation than
cutsiders, All menibers of the cormmittes recognized that the esti-
mating process hecomes more complicated if the discrepancy is elimi-
vated—rnot only beonnse its alloeation involves additional ®ork, but
primarily becanse making revisions. in individnal series would entail
nmmerons complementary Tevisions just to maintain conslstency in
the accounts.  For this reason alone, the committes believes that allo-
cation of the statistical discrepancy should be applied only to the
arnual eatimates, if it is considered at all, and that no attempt at allo-
cation be madein the guarterly estimates. In addition, bafore publish-
ing allocations even for the anmual data, the National Income Division
ghould first experiment with various a.E]pmachas in order to determine,
in 8 pragmatic faghion, the extent to which this departure from present
al?d practice would anhance, or detract from, the usefnlness of
the dats. :
() Rovisions

(1) Magnitude—A different gage of the relative aceuracy of na-

tional secounting data iz offered by the periodic revisions of the esti-
mates following the publication of additional underlying statistieal
information, An of these revigions does permit some judgment
in the light of new data of the natnre of the previcusly made exirapo-
lations or estimates of leveis. But an evaluation of the raliability of
any one garies cannct be bazed entively on the number and extent of
past revistons, since the lack of revision is nof necessarily indicetive
‘of the reliability of the previous estimate—it may be entively due tor
the absence of newer data, S

In practice, however, it appears that the series that are based on
the least reliable dats are subject to the largest revision. The com-
mittee has examined the suceessive revigions of all of the mors impor-
tant primary components of the national income and product ac-
counts, both in the annual and the quarterly estimates. Although we
hava not included statistical stimmaries of the comparisons in this re-
port, primarily becanse any one, ar even several, measures of changs

irygiy JSEeesEer STonied 2 pereent guip i gong, (B2 went), rom, 1620
I [id1] . LI
natogzl preduet exceediog national meome ploa indirect ge.tu:l in 21 anélnmuugﬂ: 3
FRATR . o .
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between revisions may be misleading, the findings corroborate what is
nlread{ known genergily eboot the reliability of the basic data. For
eZample, estimates of such volatile items as inventory change, capital
formation, und-mrgnorabe profits are subject to rather substantial revi-
sions, Bimilarly, the estimates of entreprenenrial incomes are subject
1o large revisions, sines there ara ao reliable indicators of eurrent
cYange in such incomes.  On, the other hand, the larger coniponents of
the national income sexies—e, g, wages and salaries—and the TR~
gates both of income and procl’uct change relatively liitle betwean
Tevisions.

(2) Frequency~TIn view of the pancliy of corrent information on
the movements of a number of key items in the accounts, data for
current and recent periods must be regarded az pravisional and subject
to revision. Noneiheless, eomplaints are frequently heard that the
revisions are too frequent and the National Income Division is urged
to keep the number of revisions to a minimum.

One reazon for these complaints is that revisions semetimes confuse
the unsers of the statistics and impose additional work in kesping
records, charts, and analyses up to date, The commitize feels that con-
fugion is move likely to residt from withholding the revised and pre-
sumably better data than from promptly pubhshing the corvestions.
The intonvenience caused by changes is real, but the thoice betwesn
remaining uninformed of revisions and making the effort necessary
ta become fully informed sesms clearly to be with the Jatter.

A second argument that has been advanced by those who favor
fewer revisions is that they creste a feeling of insubstantiality and
thuz undermine the authoritative character of the data. Authority,
however, cannot be created by parpetusting error. What is not zn
error in the first instance becomes an error if i is repeaied afier
information mnkieg pessible & correction is available. The revision
shonld be made in routine fashion and frankly presented to the pub-
lic—mot az an admission of error, but ag a necessary part of the
process of compiling sonnd data, . .

A final & ent againgt making frequent revisions is that, hy
postponing them, the possibility of revisions in the wrong direction
will lanavnidad apnd gompensating errors in cther series may result
in an averaging oot that will yender revision unmecessary. The
commitios sees no Wmerit in this m*%ument either, gince the hope that
the figure originally published will eventually be justified by unfore-
seenble contingencies is hardly a sound basis for perpetnating a
known arror. BMoreover, even 1f a revision in one component jis Jater
offset by 4 revision in anothar component, it ig always hetier to have
the besi available information about evfer&;r component currently.

It is the cominittee’s view that the néed for revisions of the toials
can be minimized only by improving the quality of the underlying
statistics to such an extent that fewer revisions will actuelly be
necessary. Tntil such improvements can be made, it is betfer to
admit the imperfeciions of the date and to educate the publicin the
use of imperfect statistics. The anelyviical vsefulness of the data
surrently being published is so great as to overshadow criticism
arising from unavoidable deficiencies. The most important pleas of
the users is for something more—for forther improvements—and not
for any curtailment of what has already bean achieved.
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In view of the provisional nature of the initial estimates, revisions
should be mada and published whenever the accrusl of further infor-
mation makes significant corzections in the earlier published estimates
possible. The commitiee believes that the general guiding prineiple
should be to make revisions each quartsr—at the earliest puolication
data affer there is & reasonnbly firm hasis for the correction. This
E‘l;lpsipla ghould apply not only to the last quartarly data published

t also to any previous quarters for which later data clearly indi-
cote the necessity for revision. It ghould apply also even if the ssti-
mates have alteady been revised on more than one occagion. Simi-
Yarly, f new information discloses the need for significant corrections
in tga ganual estimates, they shounld be made at the earliest possible
time, Such a policy would avoid the perpefuation of error in current
quarterly estimates simply becousa the previous snnual figures have
not beer revised. The committee recognizes that, especially in the
case of the annusl data, it would be very time consuming;ltn male the
nac&mraﬂsiuns in 8l of the income and product éables when one
oT a number of items have been revised, and weo do not contem-
plaie that thig be done. What we have in mind is the publication of
raviged figores for important eomponents when new data ehow that
the .original figures are overstated or understated by significant
amounts, Revisions of all the basic tables affected by the change
shonld be reserved for the annital supplement. S
(&) Steps toward greater acouracy _

The kinds of improvements needed in the primary data sources
from which national income and product data sxe drawn are fairly
wetl Fnown among experts. They include the undertaking of new
gurveys, the im ments of existing surveys in terms of report-
m%'l samples and of detail covered, and the regularization of censuses
and other benchmark sources. Specific recommendations regarding
the type of needed information have hean presented to the commiites
by George Jasei In a memorandum reprodnced as appendix E of this
report. Sinca these recommendations are based on the experience of
the siatisticiang in the Division in setually preparing the estimates,
the commitéee has givan them serious consideration and believes that
they should be impﬁmente.d s rapidly as feasible, The areas in which
aetion is moetu tly needed nre disenssad in section 2 of this chapter.

Aside from the need for adequate budgets to improve the basie
data—which, of course, is of decisive importance—more emphasis
should be placed on research. Suitable revision of presant procedures
ennnot be necomplished without direction from research and analysis
designed to define data needs more carefully.

e commiitee belisves, however, that the provision of additional
resourees for research as well as for the collection of basic data wonld
not entirely solve the problem. Unielated efforts by various agencies
with larger resources, though capable of effecting improvements in
many ects, might Ieave many of the existing gaps. Progress de-
mands a higher degree of mutual understanding and cooperation on
the part of all eoncerned. For this reason, concentration on planning
and eoordination should be continous,

To avoid the inefficiencies that may result from Iack of coordina-
tion, geri-::u:h:: gurveys of the needs of the National Income Division
should be nstituted under the anspices of interdepartmental commit-
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tees or the Buresu of the Budget. In the course of snch reviews,
recommendations conld be formulated for improvement in the aceur-
acy of some of the presently available information, th;aﬁaps in the
available body of statisties could be identified and plans e for their
efimination, ways conld be songht to speed up the release of tabulations
or to regulerize their collection, and other su ions could be made
for better adaptation of statistics for national accounting purposes
without affeciing their utility for the primary purposes for which they
are designed. ceivably, private reseurch agencies might be re-
glglmt.e.d j time to time to sponsor such Y.um_djc reviews through

¢ undertaking of appropriate in;iuirias ot holding joint conferentes
of interested users and producers of the data.

(e} fmproving public understanding .

Since the national] income and product acecunts are relatively diffi-
cult for the layman to understand, it is in some respects quita remark-
able that they are used and quoted so widely. This is, of course, af-
tributable to the fact that the accounts present Information that is of
value to many different people and for many differeat purposes, Tt
is still true, however, that a large part of the public does not under-
gtand the mesning of the national income and Lﬁ)l’ﬁ'duﬂt statistics, and
that only a few technicians are familiar with the details of their
shorfcomings.

A gystem of national income and product accounts that is designed
to portray in summary fashion the manifold transactions ¢f an econ-
Omy as cumdphpatad a8 gurs must make cup:tgmmlsgs between present-
ing & broad picture and giving adequate in ation which implies
considerable detail. The task of finding such a compromise is ex-
tremely difficuls because the accounts are essentially and necessarily
complicated. In formulating its recommendations the committes
recogmized the need for preserving as much simplicity as pessible.
Some of the committes’s recommendations are das tn morense
the elarity and understandability:of the gecounts. Nevertheless, in
a fow cases in whick thers appeared an urgent need for more detail,
the commitiee recommended that a finer subclassification of aggre-
gates be provided even though it increases the complexity of the
necounts,

Tt shounld be recognized that the full et of accounts would be pnb-
lished only once a year in a special publication designed for the nse
of ex in Government and varicus research organizations of busi-
ness, labor, agriculture, and in academic institutions. In the future,
ag in the past, these detwiled aceounts conld be used as worksheet
information from which various summaries wilt be derived depending
on the purposes to be served. In the pasi, use was made most fre-
quently of gross national produci tabulations giving only the ex-
penditure datz of tha accounts, The President included for the first
time in the budget message of 1946 a tabulation that contrasted in-
come, expenditures, and excess or deficit for each major sector of
the econcmmy. This summary table has been presanted 5uivsequsnt in
somewhat improved form in the President’s Economic Reporte® Also
the Joint ¥conomic Committes hag boen using a similar presentation
28 & frame of reference for the staff projections which have been pub-

4 Ees & g The Beomomie Eeport of ihe President, JTanakey 1967, takle B-8, p. 129,
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lished_regularly in its-annusl reports.*® A summary table of this
type, based on the revised income and product accounts which we
pro earlier, 33 shown in table E of chapter V. :

rittee believes that the improvements it recommends will
rake more meaningful summaries ible than conld be derived from
the present accounts. However, the committee does not wish o rec-
otamend one standard form of summarization that would be nsed for
all-purposes. It believe that, if its recomraendntions ars realized, the,
basic gystem of accounts will be se improved that variows users can
derive from its summaries that best sexve their particular purposes.
Experimentation with different methods of sumniary presentation
should be continned by the National Income Pivision, the Counell of
Economic Advieers and the Joint Economic Committee in the interest
of further simplification and adaptation to various uses, :

The comenittee also believes that consideration should be given to
the preparation of a popularized description of the accounts—the
structure, the concepts tised, the Limitations of the ‘data, and their

ssible applications—~for the nse of the intelligent layman. Such a

escription should not supersede or infringe on the tachnical doeu-
ments of the type of National Income. It will be helpful, in the com-
mittee’s opinien, to the widening circle of persons interested in the
end results, and will materially improve understanding of this impor-
tant sonree of statistical intelligence, _ e
" The National Income supplement satisfies most of the needs’of the
more techmically inclined users of the national income and product
accounts.  However, the information now supplied is ovcasionally not
sufficient for their purpeses. . In some eases, the deseription 6f meth-
odelogy is too general; in others, the d:ta are not provided in sufficient
detail. It has bean snggested, for instance, that deseriptions of various
estimating procedures resented in suflicient defail to permic the
user to duplicate the published figures from tha original sources,
Such descriptions mi hf be provided in looseleaf form to permit ready
supplementation of the basic documents whenever major changes in
aperating precederes tnke place. - : _

_Another suggestion is that more of the workshest detail behind the
published data be made available to the publie.® Publicotion of a
mora datziled methodology and of more worksheet data would not
only be pseful to outsiders; it would also give the public a greater
appreciation of the problems éncountered in the compiletion of na-
tional income and product data, and would stiniulate suggestions for
improvement by wusers who may be expert in one or more of the
detniled nreas covared by the acconnts,

Although the comnittee was inclined to view sympathetically the
suggestion that a more comprehansive description of methedology be
prepared, if fonnd that there was little demand for it even among the
experts who were canvassed. (See appendix C.) Since the number
of respondents who felt the need for moere detailed deseriptions of
methodology was very small, it is clear that there would be 10 point
in devoting considerable resources at the present time to snch a project.

# Zpe g. g, J05T Jolnt Eronomie Bapotd, E5th Cong., 25t sexs., H. Tent No. 175

M Tha cofmmlties members Bnow from thedr own wiparlene: pa peers that ths Netonal
Tims Dividoo 18 extremely cppperntles | gplisfribg requeste for more detadl IF the
Informatign Is rellabl: engugh for public use.
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(n the otherhand, there is a significant demand for move detail then is
now publizhed. E;erhaps' the best way -of satisfying thiz demand, and
at the same time of providing a better indieation of the actual deriva-
_ tion of the esiimates, would be £o prepars a set of annual summary
tables—et least for the more imiqartm1_t ‘geries—showing the major
gteps in the derivation of the published figures from the information
réported in the censuses and other basic sources. Tabie 38 of the na-
tiongl income supplemént,. which :reeonciles estimateg of corporate
profits. with the date reported in Statistics of Income, is an axcellent
example of the typa of tabls we have.in mind. Some of these tables
might be added to the national inconia supplement, but it would be
elént -to-prepare them for distribution in mimeographed form in
niost cases. The ‘¢committes sppreciates that thiz cannot-be accom-
plished overnight. - However, it should be possible to space the work
gradually over a period of years so that it will not interfere with the
preparation of current astimates and needed revisions of past data.

2, EXAMINATION OF SELEUTED COMPONENTS

{a) Tnincorporeted business proflis .

For the immediate future, the most important single step that
conld be taken te improve the accuracy of the national acconnts
would be to improve the data for nonfarm sole proprietoxships and
parinerships, mn.d,equs;:i of the underlying data for this sector
of the economy affects the reliability of practically every important
componenit of the accounts; e. g., saving, -capital expenditnres, de-
preciation, sales, inventories, and many others, but particolarly that
of profits. Altheugh estimates of these items are currently included
mn the various accounts, they ¢an be regarded ag little more than in-
formed guesses for the small-business sector. The annnal figures ars
poor enough, but those for shorter periods are ever worse, gince there
are no intra-annusl surveys of the operations of unincorporated busi-
nesses except for a few scraps of information ebtained from private
accounting firms. Thie sibuation is no fault of these who are respon-
sibla for making the estimates. Indeed, the estimaies have been made
with great care and ‘%;genuitjr, anid every hit of usable infonmation
has been employed. e estimators have repentedly called attention
to the need for better data in this area, but the data-collecting agen-
cieg have not been nble to comply with thess requests, mainly becausa
of the Yimitetion of funds. -

Unfortunately, it will not he easy to remedy this difficulty which is
as ol as nationel income statistics in the United States. “There was
general pancity of data on antretﬁranmrinl incomes and the eztimates
relating to this income type are the mast subject to doubt.”  is a stata-
ment-which is as true today as when it was made 25 years ago.

The smail firm is typically operated as a family enterprise, and its
accounts are ususlly intermingled with those of the proprietor’s
heusehold. Even the tax returns they fils are seriously In error, as
the Audit Control Study condueted by the Internal Kevenne Serv-
ice for the year 1945 demonstrated. This study indicated that “the 7
million 1948 income tax retarns filed by individuals with business and
professional incomes (including income from farming) are more fre-

& Noeional Ineame, 1826-32, . &
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quently in error, have larger amounts of tax change, and produce
more dellars of tax change per man-year of exawination efiort ex-
pended than is the case rﬁrsin the 45 million returns without busi-
ness incomes.  Almost half of the huginess returns contain tax errors
and this- frequency of error is more than twice the uency found
on nonbusiness veturns,” ¥ On the basis of a similar study conducted
for the year 1949, it was estimated that net profits of nonfaxrm busi-
ness enterprises reported on tax returns were understated by an av-
erage. of almost 20 percent, with the percen varying greatly
amang different induséry. groups snd ranging as high as 50 or-more in
E0Ima g’l‘oups.“ ) . . a : R : .

The abeemca of reliabla data for unineorporated business snterprises
is surprising in visw of the great interest frequently expressed by
public and private groups in the fortunes of small business. There
15 virtual unanimity in this counéry thet public policy should. pro-
tect and encourage small bosiness, yet we know very little about it,
Very frequently, the profit ratics of simall and large corporations
are wsed as if they showed the relative profitability of small versus
big businesses. In actual fact, smnall corporations constitute n small
an% nnrepresentative sample of all small business—they number lesa
than ohe-tenth of all small enterprises and are of considerably larger
avernge size—so that any conelnsions abort small business in general
that may be drawn from the profit levels and trends of small corpora-
tions must be regarded as highly tenuous. Improvement of the in-
formation releting to ynincorporated enterprises is, therefors, nrgent
to provide the basie for the formmlation of poliey and not merely
for purposes of national accounting. The two purposes are, of
conrse, not in conflict since the national accounts provide a useful
framework for the mnalysis of significant economic problema like
. tha problems of emall businoss. : :

ore reliable data on the profits of unincorporated nonfarm enter-
prises are needed ot three different levels: (1) benchmark daca, (2)
carrent annpal estimates, and (I%) quarterly and monthly estimates®

(1} Benchmark deie.—The National Income Division relies pri-
mazily on the information tabulated from schedule C of the Federal
individunl income tax return as the basic soures of information on
]imﬁts of these enterprises, supplemented from various sourees. Since

330, the sole proprietorship returns have been tabulated biennially in
the detail required for national income &stimuti;ag. The correspand-
ing data for partnership returns were tabulated omly for the years
19%9, 1945, 1947, and 1953, : -

The 1953 tabulations to be published later this year will include
information not only from the meome statementis of partnerships but
aleo—for the frst bmefrom their balance sheets, These data will

rmit a rongh caleuletion of the saving of partnerships and will also

helpful in improving the saving estimates of nonfarm houssholds.

¥ Waring Farjlett), Bome REesolts of the First ¥mar'n Andit Control Progrom, National
‘Cax Fourpol, Morch 1852 pp. 73-72.
™ Mayleg Farioletil, Some Incoms Adjustmect Hesults from the 1945 Aydlt Comtrol
Frogram, 3iodies lo Ineeme snd Wenlth, vol. 23 (Intﬂ'm .
"¢ proTlia the biels for moklng fetommendetlgos lmprove the eatlmoates of oRin-
torpiirated boginess profte, the commities requested kr. Thor Huoltgren of the Natfonal
Boreau of Eoohomle Eeseatdh tf examing the procedures psed by the Mational [neome
Dirlslan in estimating unincorporated LogineEs [ncomed oibor then farm and profegalonal
oOberpkised. Ddr. Huﬁ:mn Endly fonaented] wind preﬂredaggr pee off the committen
Tprering the SEAmALE \Bal el ise Riebs f At thts SoverTnty o seerans 1
[ B. COHMLT w 1) GR exphati
gratltods to Mr. Huoltiren for bis akslatands. P v
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Unfortunately, the sole praprieforship return does not call for balanee
sheet information, se thaﬂ:’ll:era is ne possibility of obtaining the bal-
ance slhiget items for these nnincorporated enterprises from-tax sources.

The committee has boen informed that the Internal Revenue Service
now plans to tabnlats the sole proprietorship and partnership retums
avery other.year, probably in odd-numbered calendar years. Since
this information is so important, we hope that nothing will interfers
with these plans, particularly with the preparation of tabulations for
both forms of legal organization for identical years. As it is by no
meang certain that all partnerships file tax veturns, even though ihey
are required to do so, to provida a checls, all future censuses of husiness
shnur? distingnish between sole proprietorships and partnerships in
the query on form of organization, - _

¢ Internal Revenue Service tzbnlations for the income year 1855
are now being prepared, but it is hardly likely that they will ba
completed before t end of 1957, A 2-year Ing is appaxently the
minimum thet must be expected, In view of the industry detai] re-
quired for tha tabulations. Thus, these biennial tabulations will ba
useful only for beachmark purposes and ather sources will need to
be daveloped for the current annual and guarterty estimates,

Even 8s benchmaik muaterials, these data will have serious de-
ficzancios because of tha substential amount 6f understatement, men-
tioned earlier, of profits on tax veturns. Corrections’ for understate-
ment are now based almost entirely on the Andit Control Stody of
the Internal Revenue Service for the year 1949. The commities be-
liaves that such a study should be conduoted at least once every b
Eeam, snd should cover not only individual and psrinership returns,

nt also the returns of corporativns. As we indicate elsawhere (see
ch. X), regnlar audit control surveys nre needed for purposes of eati-
mating the size distributions of income as well as profits. _

(2} Turrent annual esfimales—The budget for 1058 provided for
tabuloting selected information from the income-taz .returns 1-year
sooner after filing than hae heen feasible in the A recommenda-
tion in this direction was also made in a staff Teport of the Joint
Commitiee on Internal Bevenue Taxation. Such tabulations among
other things would provide the information necessoxy to carry for-
ward the benchmark data on profits of corporate and unincorperated
mt:srisas for at least 1 more year. This Iiimpﬂaal, which was asti-
mated to cost $300,000, was turned down by the Honse of Repre-
sentatives, The Senate report emphasized the merits of this program
and recommended that it should be fnanced with available fonds
The committee, therefore, hopes that this proposal will be imple-
mented in the near fnture. Thess tabulations should become & Tegular
source of information of great importance for the improvement of the
national economic accounts. - :
~ Even if this propoeal is implemented, data would still be Yacking
for malding firm estimates of profits of unineorporated entsrprises in
the latest year® Of necessity, such estimates will have to be pro-
3 Tay ey letas ot DRFRELDIL AP0 1S PEOTICLoraall seturng, a5 welLus feom yotvitEa)
PELUTING 4a theX tama Into the dleirict offices of the Internal Revenez Service, Woin full
uie of the pogeibilitlez of Tapid mlcrofiming and electronle computing ¥t i not impoagible
that such dnta, based of & sitbeizaflal saiple of Yeiurog, could become: arpilable fn time o
He ased in (he praparation of the Aret onnval escmate of natichal income and et
The time For sneh 2u apcelerstion of prellwinary toecme tox tabylatlong—whieh 1o doe
giirss I&IJFIIH% becore euBiciently docalled to b2 uead instend of the mbolntlons new

publizha tatmHes of Income—apnenry o be too remote ta Justify epicliic Tacothmends-
tions thet prasuppese Lie taalizatlon,

ASTRTT O —SH— )
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visional and subject to revision whem the more reliable tax-retnrn
data become available. However, consideration needs to be given to
the development of move eurrvent information. For this purpose, the
corumittes recommends that three approaches bemnsidamg :

First, the Feders] Trade Commissién should enlarge the coverage
of its corporate profits enrveys to include corporations in industries
other than manufacturing, with particelar ¢emphasis on wholesale and
retnil trade. Changes in profita of small corporations are already
used as an indication of the trend in the profits of some unincorporated
anterprises—though this should be done only with great care for the
réasons sob forth at the beginning of this pection. If the Federal
Trade Commission indusérial coverage weéra emlarged, this: method
could be applied move generally. . : e

Secondly, an attempt might be made to: axﬁlmmmt with annual
mail geestionnaire aurveys of sola proprietorships and parhmrshflps
to supply the neceszary. date.  If girveys were timed oo S;
the respondents wonld prubab1¥ use the information they sabmit wi
their tax rettrns as a basis for reporting, Such surveys may be
expected to understate profits grently, but it may well be that they
would provide. o satisfactory indication of yrar-to-year changes.

Thir E, the commitfee hag also considered the pnmibilig of usin
more elaborate sampling of entreprenenrial families in the ummm%
income surveys by the Bureau of the Census and the Michigan Survey
Research Center for this purpose. We do not believe that this woanld
be.n fruitfu] approach, fiest, because it would be too expengive to
obiain adequate spmyples to provide the industrjlrlgeetail that wonld ba
needed ; and, second, because axperience with £ surveys indicates
that the response ervor of entrepreneurinl families is very large.
There is, Lhowever, o possibility of making use of interview data by
adopting a suggestion advanced by the Federsl Regerve Consnltant
Committes on avin%-.““ This ﬂuﬁtiun provided for drawing a
probability smaple of a few hndred, or at best a few thousand,
respondents among the 4 million unincorporated enterprizes now in
existence, and envisaged mtensive examination of respondents’ rec-
ords by interviewers thoroughly familiar with aceounting methods,
Theee interviewers wounld reconstruet the respondents’ income ne-
counts and balance sheets and would calculate the desired figures from
their .records, -instead of relying on .1'qatl}ondani5 to produce the re-
quired information frem memory or with the help of oceasional con-
snltation of their papers. '

(3) Quarterly and monthiy dota—For estimates covering periods
of Jess than a year, the task seems extremely difficult since most
small-business men simply do net keep the necessary records. The
quarterly amd monthly estimates needed for completing the national
and personal income totnls are now made by prejecting annual data
forward on the basis of the movement of gross sales and changes in
groﬁt margins that may be inferred from available dﬂta:jmgumc rly

rom publie reports of corporations and the Federal Trade ( 13-
gion corporate profits surrey. To the extent that these sourcag are
strengthened, the quarterly and monthly estimates of onincorporated
nonfarm entrepreneurial incomne will also be improved. '

- pangctn af Federnl Resarve Conmulinot Comlttzen en ‘illoﬁ'n-nmlu Statlsties, luen
hefore the Sobeommittee on Bconomic Statistles off the Jolat Commitios on the Economie
Raport, afm Coug., Bt acen, . {1065, pp. 184, 186 . _
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The sxperience with the annusl mail guestionnaire surveys of sole
pmpﬁetomhi‘ﬁ and partnerships suggﬁted ahove mey indicate that
collection of data by mail is feasible.  In that case, the surveys m%}:‘m
be gradually converted from an annual to a gquarterly basis. o
cominittes belioves, however, thot major smphasis should be placed
on the collection of annaal data for the immediate future, _

(&)} frveniory changes - :

Next in importance among the itetns urgently needing improvement
in the current national accounts is the change im buginess inventories.
A large part of the difficulty in this case back to acespted busi-

nesa practice in accounting for inventory holdings and for profits or
-Yosses resulting when changes take place in the prices at which inven-

tories are vilned.  In mostconcerns, actual physical stoeks ate checked
and valued only ‘once & year, and interim quentities or book values are
estimated from purchases and sales, usually in dollar terms. Errors
in the interim estimates can be corrected only after the annnal inven-
tory check. Furthermare, the. established ure of valuing in-
. ventories on the principle of “cost or market whichever 15 lower”
introduces unrealized capital gains or losses into the earnings aceonnt,
where they are typically treated as thongh they were vealized. These
and other distortions produced by the inacewracies in the invent:a?'
records themselves or Ey the changing bases of valuation used in eal-
culating profit or loss represent one of the most serious sources of
potential error in the ovarall aceoumts. : :

This problem is most acnte for short-term economic analysis. The
exirame ?ula.t.ililf;y of inventory changes is widely recognized. The
primary focus of efforts to make improvements must therefore be the
m or quarterly statistics of quantities ond values from which
tha estimates of overall changes in invantories are derived. .

An oxtemded review of this subject has recétitly been made by the
Pederal Reserve Consultant Committée on Enventory Statistice.™ Its
published report included 82 recommendations to naprove and sup-
plement the data currently availabls, - T

The committee finds itself whelly in aceord with the views expressed
in that and pmr}ilﬁﬂreitm'atgs the following recommendations
for special emphasis: t agencies compiling mmventory statistics
cooperate and. 1 te their efforts more v; that negotiations
be conducted with business concerns te improve mventory reports in
various respects: that reports for independent retail stores bs ex-
panded ; that adciiqiunnl information be obtzined on accounting prac-
tices and on tha prices significant for deflating book values in various
lines; and that inventdries be consistently broken down by durability
and destined end-use in addition to the present classification by indus-

trwﬂgpe of business. :
e alse endorse the position talen in that report on the costs of
effecting recommended improvements. Costs ave presently small, and
the potential returns from a moderate expansion of effort in this avea
are 5o grent that the attitionnl ontlays required are fully warranted.
{0) Uapital expendibures

Limitations of time and personnel prevented the committes from
- undertaking as thorough s survey as it would have wished of the
¢f Fedoral Bamtva Conmiltani Committess on Beonsmic Emﬂaﬂmﬁm

H
befgre the Bubcommittes an Eeonomic Statisties of tha Jolgt Commities he
Baport, §ith Corg., 1t zegn, {1955}, pp. 596 T, i au
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adequncy and refinbility of estimates of capital expenditures that
are 110w embodied. in the nationsl produét accounts and in flow-of-
funds statements. Some of the committes members who have worked
fairly intensively with these fignires ovel many years feel that'the
estimates that arve now of necessity used within the national accounts
probably are subject to a wider margin of error than many ather
series. All members are convineced of the n&cemit{' of improvin
the accuracy of the estimates because of the erucial Importance of -
these figures for assessing Loth the curzent economic situation and
the business outlock. T addition, the commiites is conVinced of the
importance of securing as soon as possible consistent estimates of
tota) Axed investment classified {-::s])J by type of prodocers’ durable
equipmeit siid of construction, (&) by industry classification, and (¢)
by lagal form of ur%umza,timl of the purchasing units.™
Ne breakdown of producers’ durabies by type has heen publishad
in the national income and product acecomnts for years subsequent to
1953, The chief rexson i3 that, sirce the discontinuance of series
collected by the National Production Administration during the Ko-
rean emergency, there has been no gouree of information on govern-
ment (particularly Federal (Government) purchases of producers’
durables. This information is necessary for the allocation of ship-
ments by producers between private and government purchasers. Tig
lack not only prevents resumption of the breankdown of producers’
durable equipmant. but also has impairved the accuracy of the agore-
gate figure for producers’ durables. In addition, such information
is most pertinent te the commitiee’s recommendation for a segre
tion and classifieation of capital cutlays of the Government. F
comunittee recommends that the Office of Statistical Standards explore
ways to obtain the resnraption of such datz.
nstruection estimates aze seviously inadequate in quality. A pro-:
for the improvement ¢f the estimates of residentin] construction
been proposed by the Bureau of Labor Statistics and ths com-
mittes hos not investigated this field in detail. We do know, however,
that thers are serious deficiencies in the available estirates of expendi-
inres on additions, alterations, repair and maintenanca of vesidential
structures, and that the estimates of nonresidential construetion, in-
eluding new construction, ave far from satisfactory. Detailed recom-
mendations for improvement of the fignres that now go into the na-
tipnal income and product accounis woudd be premature before a
thorough study is made of the quality of the present data and the
possibilities and means of obtaining more accurate figures. Such a
study iz eonsequentiy recommended by the committee, It might he
made either by the sugmrested Research Section of the Nationgl Income
Divizion ; or, if no such section is organized in the near future, by o
%mup of experts who can concentrate their attention on this feld and
ave an adeguate staff for n eareful analysis of nl relevant dada,
A classification of eapitnl expenditures by perchasing indnstry is
now provided for about three-fifths of gross hxed investmeni by the

I The Federnl Raerva Board's Consulinnt Committes on Baslness Plopt and Equlpment
Expemilltura Erpectationg nnfortonntely hod ta Mmit 143 atedry to. the narreoer fald
dodjcated in fte title, ond was met abdie "'fo review the avilinbie Ftaligticnl sexlea on past
plant nad equtpmmf exponditures, gxcept a5 thig wag nevessary Cor op apprnisal of the
dntn on expacintlon”™ sreports of Pedern] Rederve Consultant Committess on Beonomibs
Statiatles, fi'enrtn;a befora the Sulcommitbes on Econanmic Sgatlates of the Joint Com-
mittes on the Deatomic Eeport, 84th Cong., 18t sesy., 060, p.13). -
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Office of Business Economics-Securities and Exchange Comimission
survey of plant and equipment expendifures. The eommittes recom-
mends that the size of the sample be incrensed, t}:a.rt.icularly in the
nunmaanncturinf industries, 36 ns to permit the presentation of
greater industrial detail (especially in the huge: “commsrcial -and
other group”) as well as to improve the accuracy of the aggregate.
The committes further recommends that the Office of Dusiness Eco-
nomics provide a reconciliation of the plant and eguipment series with
the gross national prodoet capital expenditure data; and that it de-
velop an indestry breakdown of the capital expenditures not included
in the plant and equipment SI.II'Y:E’ 50 as to complete an indust
classification of the gross national produnct total for fixed capi
expenditures. '

e plant and Eliuipment survey shonld also be utilized to improve
the clamification of capital expendituies as hetween corporations and
noncorporate business. This brealidown, which i2 required to improve
saving agoregates and flow-of-funds staternents, as well as to develop
sector saving and investments accounts, would "also henefit from
strengthening of the plant and aguipment sample in nonmanufactur-
ing industries, : '

. These vecommendations provide for separate classifieations of total
fized capital expenditures by type, by purchesing industry, and by
- legal form of organization. The committee’s recommendation for a
cross-classifiention of fixed capital expanditures by type and by puf
¢hasing industry would go beyend thie and may net ’t[:e sttainable in
tha near future. . L
{2} Seving '

The coramittes has refrained from stndying the adequacy and reli-
ability of the statistics of saving now H-‘i"ﬂiﬂlh]% as part of the national
accounts for two main reasons, :

First, these statistics have been mvestigated 1‘tauitaa thoroughly less
than 2 years ago by the Federal Reserve Board’s Consultant Cor-
mittee on Saving Statistics.™ There would have been no point for the
committee to go over the same ground .agein, necessarily in » much
hioTe GUYSOTy manner, the mere so ginee two members of this cormnittee
served an the Consultant Committee on Statistics of Saving.

Secondly, the recommendsations of the Consultant Committee have
heen studied, in accordance with tha committes’s snggastion, for over a
year by the staff of the Federal Ressrve Board, The committee under-
stands that the Federal Reserve Board will be ready soon to recom-
mend to the Office of Statistical Standards and te the agencies which
furnish the main components of statistics of smring a coordinated pro-
gram for improving the whole field of statistics of saving. The com-
mittee has every confidence from its discussions with representalives
of the Federal Reserve Board that the Board’s sugpestions will it in
with the committes’s own recommendstions for improvement and ex-

angion of the national income and product accounts and the flow-of-

unds statements. ) o

The commitiee, however, hus given ehougly attention to statistics of
saving, particelarly with re to their integration into a system of

= Reparts of Tedernl Heserva Cotgrltont Committesg on Ewooomle Statisties, hearl
bafave the Bubcommitiss sn Economis Stgti:ﬂun of the Jolek Camtmitbes on the Econoi
Bepart, Béth Conp., Inf cess, (1595, pm T3 /.
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national accounts; to feel justified in andorsing the Consultant’s Com-
mitiee's recommendations,”? particularly the development of: (g} o
separate estimate of saving for nonfarm households, farmers, an
ineorporatad- buginess and private nonprafit institutions; (3) -supple-
mentary estimates of saving throngh consumer durables; (£) figures
on gross flows of saving; and (élf corporate statements of sources
and uses of funds of corporations ol a quarterly basis.

(&) State and local povéraments : o

In recent years, Stata and local government expenditures have been
growing more, rapidly than the expenditores of any other maojor sec-
tor of the economy. DBetween 1950 and 1058, while gross national

roduct incrensed 45 percent, purchases of goods and services by the
States and Jocal governments rose 65 percent. During the same period,
tha net debt of thege ynits of government almost doubled—from $21
billion to $41 hillion. A confinuation of these trends, although per-
haps not. at precicely the same relative yoce, Is to be expected at Joast
for another decade in view of the many demands on the States and
loce]l governments for incrensed services regulting from such factors
as the growth in population, the continued move te-the suburhs, the
_bu]glﬁ in_public-school attendance, the renewnl and rehabilitation of
our large cities, and the growth of industry nnd commerce. Accord-
ingly, it is nportant for economic analysis, as well as for policy pur-
Fn-ses, to have reliable information on the operations of the States and
ocal governments. Much of this information—though adimittedly
not sll—wonld be supplied if the set of necounts envisaged in this re-
Eort {1. &, inéome and product accounts, national balanee sheets and

ow-of-funds stateinents) were available.

The conesptual problems of fitting the State and Ioenl governments
into these nccounts are generally similar to those raised in connection
with the Federal Government, and will not be repeated here. (Ses
ch. VII, see. 8.} However, the data problems are moch more acnte
for the State and local vernments, because the informetion must be
obtained from thousands of juriedictions that do not keep standard-
ized records and are not required to report periodically to any one
centralized agency. For this reason, it i3 essential.that the census of
povernments, which is now being conducted for fiseal yeaxr 1957 for
the first time since 1942, should be repented once every b yeays, as now
provided by law. In addition, since the census will ;l]:lfply_unly_pa-
riodic benchmark data, it will be necessary substantially to improve
and enlargs the flow of data from the States and local governments
on ah amnual and quarterly sample basia to assure satisfactory cover-
age of this sector in the naticnal nccounts.  Steps that can be taken to
achieve this objective ave described below, ‘The committee urges that
high priority be given to these recommendations. ' j

%1} Guarierly natiomeide dafa for the national income and product
aceounts.~—The National Income Division relies very heavily wpon
data compiled by the Dureaun of the Census for much of jts informa-
tion on States and local government transactions. In particular, the
annual Summary of Governrnental Finances supplies nationwide ag-
gregates on povernmental receipts, expenditures, debt, and Anancial
assels. :

82z pommAry In Report of Federal Rezerve Consoliant Committess on Econonide
Siatinties, heariogs before the Bubcomnelttes on Boonomls Atatiatior of tha Jolnt Commitise
on the Deopomis vrt, 24th Cong., 19t sete. (LEAS). pp. T4-T5.
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As a basis for reasonably prompt nationwide estimates on a quar-
terly basis, however, this cemsus report is recogrmizably deficient. For
example, by August 1957, when the financial summary coverning Gov-
srnment fiscal years ending in ealendar year 1936 will-be issued, the
National Income Division will have had to prepare and issue estimates
for siz quarterly iniervals subsequent to the most recent period cov- -
ered by the coxresponding census report. ¥or such quarterly esti-
mates or extrapolations, the National Encome Division ean draw upon
several series of partial datd—e. £., 45 to payrolls, assistance payments,
and construction expenditures of States and local governments. In
recent years, however, significant adjustments of the quarterly figures
initislly based on such series have been mecessary when the annual
censng reports have ultirnately become available. :

More precise and more timely nationwide aggregates for this sector
could be obtnined on the basis of quarterly somple surveys with Te-

to major eomponents of State and local government finganees—

i. e, nt least tax collections, construction expendibures, and wage and
salary payments. After a limited initial period of design, testing,
and development, it should be possible to prepare relatively precise
nationwide egtimates on these items (with -appmgrmte supportmg de-
tail—for example, showing constraction expenditure separately for
hflg"}tways, schools, and other major purpeses) within 60 to 00 days
afterthe period covered : s
Tazes make up about 80 percent of all revenue of States and local
governments, snd conatroction and personal-service paywments repre-
sent about the same fraction of all their expenditure, Addition of
Federal grants on the revenue gide and of public assistance amounts
on the expenditure sida—for which reliable csirrent data ara available
from the Treasury and the Social Secuxity Administration—would
raise these proportions to around three-fourths of the receipts and ex-

enditurs totals for this sector. The remainder comprises relatively
esg volatile items—-on the income side, mainly receipts from charges;
on the expenditure side, current procorement, interest payments, a
retirement-fund benefits, The copunittes belioves that relatively close
overall measnres of current trends in State and loeal government
finances could be developed even without specific intrayear snrveye of
these remaining components, '
- (2) Bimnéa% surveys of State end {ocal goverament finances—DBe-
cause the census of goversiments is o large-scale operation, authorized
to be conducted only at, 5-yenr intervals, ite indings will be relatively
tardy, and will be useful mainly as benchmarks for estimates in the
uational accounts, These estimates would be Improved substantially
if the Census Bureau were authorized and equipped to carry out the
recommendation made in 1954 to the Secretary of Commerce by the
Imtengive review committee on census programs ™ that biennial sor-
wg‘_ra be condueted, between pertodie ﬁwernmental eensuges, to supply
estimntes on the J{umwes of State and local governments.

e —

™ Reaponsibility for quorterly sucvers on emploriment and pagtolle of State ond Tecal

FELANMAALs was re-na;! el the Burenu ot:the Cengue (0 the Eurenm of Labor

tatlytice In Febronry IO,  IT tie moTe complete qnartacly BUrveys reécommedded obove
nre anthoriged, LE wopld be desitable to0 coordionte the calection of paycoll and other
gﬂﬂcﬂl dg‘t:; uﬁg.nst'tu L0l IMPCRIDE WD ORDSSeTELrY burden on summelime. te reporiing

Fusern

T Appraleal of Cenaod Prozromng. Esport of tha Entensive Beview Committes to the

Secratory of Commeree, Febroary 1004
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The proposed intercensal surveys were suggested primarily for their
uses ianalysis of trends in governmental finance. However, their
uses for national accounting should not be overlooked, In particnlar,
they ean be helpful for three specifie purposes: - .

F:ﬁ} To supplement the data n the quatterly surveys sugrgested above
or receipis and expenditure items that do not vary greatly over short
perzods of thne or that may be teo complexto wartnnt insertion on
quarterly questionnnires. - .

{0) To pravide thebasis for improved annual estimates of the noin-
ber of State and local government emplaoyees and their earnings, which
are imcluded in the gtutu—b}r-ﬁtate personal-income series. At the
present time, these estimates are prepared on the basis of o special
suavey col:"_lducted by the Census Burean for only 1 month of sach year
{ October). )

{£) To provide information on the nonfinancial nssets of State and

R ments for purposes of national-wealth statements and the
national balance sheet. - : ' :

Therefore, the committee endorses the gropnsul of the Intensive Re-
view Committee o Census Programs and wrges that the first hiennial
survey of the States and local govermments be taken for fiseal year
1939, 1. e.,2 years following the censns of governments. -

(3) Reconciliztion bedtreen censur dofe and national incoms and
product data—As in the case of the Federal Government, data for
the States and-local governments which are derived essentially from
budgetary accomts must be corrected for differences in timing, con-
cepts, and coveraga before they ean be fitted into the naticnal mcome
and product accounts. Cousiderable confusion exists among uzers as
a result of the exitsence of two series of data on receipts and expendi-
tures of the States nnd Jocal governments—one compiled by the Burean
of the Census and the other by the Nationad Income Division. That
there will be differences between the two series ia inevitable, since they
do not pmeport to measure the zame things. However, the confusion
would be minimized . if the Fational Income Division added o table
to its aumuai publication showing a detailed reconciliation between
its own estimates and thase of the Censna Burean. Together with the
corresponding table for the Federnl Government {see ol VIIT, sec. 8},
the reconciliation statenients wounld provide a usefnl snmmary of the
differences between the data in government budgets and thase that
are entered into the national mcome and produst accounts. '

Catarrer X1, Frow-or-FoNps STATEMENTS WIrmny Tie SYSTEM OF
' NATIONAL ACCOTNTS

1. THE PEERENT SITUDATION

{a} Nature of fow-of-funds staternends

Flow-oi-funds statexnents, first known under the more descriptive
though less aceurate nams of money-flow sintement, arve the youngest
member of the national accounting family, Morris Copaland’s book,
A Study of Moneyflows in the United States, published in 1952 by
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the National Burean of Economic Resesrch, represents the fixat fully
deval result of this aspect of national accounting.™
Within the system of nationsl accounts, flow-of-funds statements
are, in principle, characterized by about a half dozen main Teatures.
Some of these features luave been omitted or imperfectly realized in the
flow-of-funds statisties that have actually been compiled, while acinal
ectimaten etnbody features that are not characteristic of the flow-of-
funds concept. . . :
The main characteristics of flow-of-funds statements are:
{Jl} Coverage of all economie units within the Nation, private and
public. _ ) S i
{2) Arrangement of unite into sectors on the principle of grouping
er decizion-meking units of similar economic characteristics.
3} Inclusion of all transactions {both in their monetary and their
real aspecis) between two units which invelve the use of money or
eredit, and consequently omission of impuntations end internal trans-
actions. - '
(£) Emphasis on financial transactions in addition fo transections
in goods and services which are trested in less datgil
?ﬁo} Separate recording of gross flows in both directions, where
economicafly relevant, instead of offsetting them.and showing only
the resulting net flow in the accounts. S
{8} No systematic distinction between current ind capital acconné
gources, henee no aggregate figure for saving. .

(B} Present status of work on fow-of-funds staterments
Morriz Copeland's pioneering-study provided annual flow-of-fun
statements for the years 1936-42. The Federal Reserve Board’s basic
document "' contang detailed annual estimates for 1989-53. These
figures differ sufficlently from Copeland’s estimates to prevent their
being used jointly without specia adjustments. Somewhat less de-
tailed annual figures for 1050-55 showing all essential magnitudes for
the 10 main sectors ™ were published in the April 1957 issve. of the
Federal Reserve Bulletin. The detoiled tables, comparable to thoss
in flow of funds in the United States 1930-53 will, however, become
availabie in mimeographed forin, so that analysts scon will have at
their disposal & detailed continuous set of figures covering & period

0f 17 years, : :

T In ndditon to Morcls Copeland's bedk {orlmegprepbed drafis Lod been civenlntlng for
u few yenvs belord nublication) the follewihg decoments dlpcuss the baslc femiturer of for-
si-fondg atatemenis pr [;;n'rln‘le zotoal fguree for flow of funds In the United Btates:
u} Flow of Faonda the T'ajted Stnten, 1585-NE (Fedarnl Heserve Board), 12485
A briefer mimeperaphed veralan, Frogress Report on the Mevep-Flows Btoedy, hod bemn
wrilable steca 10051,
b} R A Younpg The Tederol Beserve Flow-of-Iufds Ascoutts (Intarpatiooal Monetury
Fand, St Paners, Febritury 1037). .
ic) B J. Bipel, A Comporison of the Birnetares of Thres Social Accenntng Syitems,
Btuiliex 10 Incame ol Werltl, vol. 18, 1855, - T,
() 8 J Sigﬁt. A Compsrative Stwily of Thees Soeinl Aoeotd tlng E&atemu: Nutionpt
Income, lapot-Outpot, Mnniy Flows (Ilnreard University theoig), 1085,
[#} Sommary Flow-of-FPunde Acconnts, 1060-55, Faleral Baaerve Bullatin, Aprd 1957,
Flaw of Funds in the United Stntes, 104004, Decenber 10585,
™ (onsymere, corpordbieng, ponfarm unlneprpetated Wasidese, farm buoslness, Federal
Ew;éﬂlment, Btate atd logal getecmment, bonking, fneuranee, other tuveltors, rest of the
T, ' . °
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Tn recent years simplified Sow-of-funds statements, mostly lirafted
to the main types of finnncial transactions, heve besn prepared by
* financial analyste inferested in enrrent figares and shord-term fore-
casts of fund fows, since no Federal Reserve Board figures extending
beyond 1953 were available until réeéntly, These statements often
provide semiannunl and even guarterly estimates. The statement
Erapane-:l early ench year by the Bankers Trust Co. is probably tha best

nown of these simplified steteménis of financial fund flows. The-
most ambitious of the unafficia) projects in this field is the quarterly
statement of flow of funds thrhugh the capital markets for the yesrs
195855 which lias been prepared by the National Bureau of Economic
Raogearch ag part of ita. ?stwar capital markets study and which'is
_pecteii to be published, at 1843t in sommary form, somestime later

5 year.”® L T

" No foreign country has ns yet published a flow-of-funds statement
that compares in detall or durrtion with, those Copeland and the Fed-
aral Reserve Board have prepared for the United States. A number
of countries, however, have been issning statements ¢f the main finan-
cinl flows of funds, wsually in rather condensed form. This is the
ense for instance for France, Western Germany, the Netherlands, and
Norway.® It may be noted that no flosr-of-funds statemerts have as
yet been pnblished for the United Kingdom or Canada, although a
rather elaborate ons js in prepavation for the latter country,** Most
of the more alnborate foreign flow-of-funds statetnents differ in one
respect from the work done in the United States—apart from their
being legs detailed. They nre flosely integrated with' the national
ineomsa nud products aeconnts and arve prga{mred by the seme orzaniza-
tion that is responsible for the national income and prodzet esti-
mates = :

(2) The relation of fow-of-funds siatements to the national ineome
and product ascounts -

Flow-of-funds statements eonstitute essentially an alternative selec--
tion from, ov a.rearrangement. of, the same innumerable elementary
transactions mmong and quasi-transaetions within econemic units that
nnderlie the naticnal income and product aceounts, Differences, and
considerable ones, between the two systems can, however, arise: be-
canse different catepories of transactions are selecied; because these
transactions ave grouped differently with respect to type of iransaction
or classifieation of transactor; becauvse tyansactions are entered inte
the aceonunts at different velnes or at different points of time; and be-
exuse transactions may be recorded afier more or less extensive netting.

e g desstiptlon of thls fproject kea 36th Anmmal Report of Waklvmal Burepo of
Eﬁugﬂ;ﬂhﬁemuﬂh rr- G4-87; i nrbice br Al Aeodelzen In Journal of Flopcoe, 1897,

o L n - . . . o

# For o bripf descelption of these doeumenis, na well gz even more gunimacy stotenen ke
in this Aeld, soa backrowed papet by tin Statistienl Divinlan, Medting go Metkode of
h{%unt:l'r Annlyals, 11th noooal mecting of the Internytional Monetory Mund, Sepsiibar

M Saz L. M, Rend, The Developrognt of Naticanl Tranznationa Acoannts : Canedo's Fersion
of, or Substitote for, Money-Flovre Atcounts, Canadian Journal of Eronemies wnd Polltienl
Sclanne, Febroary 1057, . .

2 Thiz is not the cimge Tar Wu‘terrh Germany where the fow.pbfunds attsment 1w
praparod, as in the Ueltad Stntes, by the couteal bank. Thern exlats in Germany nige oh
ungffiginl caelunte 1|:]}n'ﬂ'lmr«ewa? by the Institute of Bconomiic Reacarch ir Berlie, which hns no
¢ountorpart In the United Stafea,

= Althengh there ix no administzatdre ntegratien beteesn Gow-pffands sintranents nod
|II.'I:1'.lIII'lE nnil pm:‘}lm:t rﬁmr&nﬁé in ﬂIE Uil bed Htu}m, the ta'n;'o ?ntbemrmniﬂﬁd, 5““5]] rit
equires & conslderahls afort, &% showen, & £, 0 appendlx B 4 ow of Funde in the
United Seates, 1930=53. :
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Under present United States practice, the mein points of similarity
snd dissimilarity between the flow-of-funds staternents of the Federal
Reserva Board with tha national income and product accounts of the
Wational Tncome. Division may- be summarized, as follows, glosuing
over minor differences in the two systems: .

" '{1} The flow-of-fonds system is & quadruple-entry system compsyed
to the double-entry system of the national income products accounts,
"that is, & given transaction i3 recorded twice in the accounts of both
economtic units involved—once as » debit and once as a credit—while
otily one entry for each participating unit is made in the nationsal
mneanes and product accounts.’ : o P L

{2) The flow-of-finds statement distinguishes a considerably larger
number of sectors than the national income and products accounts now
da. Bpecifically consomers, corporate business, nonfarm nencorpe-
rate business, farm' husiness, the banking system (with four subaec-
tors), life-insurance companies, pension plans, other inshrance com-

panies, saving aid loan associations, and nonprofit orgzmzations
constitate separate seckors in the published flow-of-funds statements.
No separate figures for these sectors are shown in the national income
and. product acesunts, which distinguish, insofor as full detail is eon-
cerned, only betwean two privaie sectors—consumers (including non-
profit or izn,tionsg and business, _ -

{3) flow-of-funds staternent provides informntion on net pur-
chases and sales by each sector [wﬂgm applicable. or where figures

are avoilable} on the following 12 types -:t:gJ financinl assets, none of

- which enter into {he nationzl income and profit accovnin: 1d a;nd
Treasury . currency, currency and demand deposits, time deposits,
savings and loan and credit union shares, loans, Federal obli-
gations, State and local obligations, corporate securities, mortgages,
consumear éredit, snd trade credit. .

(4) The flow-of-fuiids statement is published only on an annaal
basig and so far only with considerable delay, while the main aggre-
gates in the national income and product accounts ave estimated
quarterly and are relessed less than 2 montha aftar the end of the
quarter. _ ' . -

(6) The flow-of-Tunds statement includes fignres for the holdings
of claimas and liabilities, thongh not of equity securities and tangible
assety, of each sector, informetion which does not figure at all in the
national ineoma and product aceounta.  This feature, howaver, is not
_neeessarily inherent in a flow-of-funds statement.

(2} Relation of fRow-of-Funds statement to national dalance sheel
‘In United Siates practice the flow-of-funds statement has been
coupled with a partial balance gheet for all the sectors For which
flow of funds are calenlated. Thns the Federal Reserve Board shows
the amounts guisisnding {amounts held for creditors, amounts owed
by debtors) for the smme items for which fow data are provided,
except thet corporate securities ave limited to bonds. It will thus be
seen that among important types of assets and liabilities the flow-of-
funds statement omits corporate stocks, tangible assets, and net worth.
In other words, whet is provided is essentially a statement of the
claims and Nabilities of each sector. The reason for including these
neset items with the flow-of-funds statement is in part statistical—
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antwal flows are ohtained as the differences between holdings at the
beginning and end of the year. Tha srrangement €0 some extent also
reﬁlects analysts’ need for comparisons of flows with the related stocks,
permitting among other things the calenlation of velocities of turnover.
and the evaluntion of the importance of indicated net changes in
holdings, - S - - . : -
(8) Felation of flow-of-fund siatements to input-cutpul tables.
Neither in theery nor in practice is there a closa relationship between
flow-of-Tunds statements and input-output tables. ' Indeed these two
agpects of & comprehensive national accounting system are ahout as far
ramoved conceptually and statistically as iz possible within that
system. - The flow-of-funds statement emphasizes finaneial flows and
collects all its data on an enterprise basis. Input-output tzbles omit
financial transactions altogether, concentrate on flows of goods and
services among producers, aud must be derived from very detailed data
eollected on a plant and preferably even on s process basis.

. RECOMMENDATIONR
" -

The recommendations of the committes for o further develépmant
of the flow-of-funds statements are straightforw and are in aceord
with the Federal Reserve Board's own plans as they have been reported
to the committea, slthough the recommendations may gometimes
bayond what the Federal rve Board iz rendy to nndartalee at this
moment ox in the near future, ' :

{z) A shift of the flow-of-Tunds statements to a quarter]ly bagis is
l]? far the most important recommendation. The Federal Resrve

oard ig already working in this direction and espects to have st of
gquarterly estimates for the last few ;vears—pmhahl through 1957
availabla Jaie in 1958. Tha Beard’s intention is at iat_'time to estab-
ligh the guartexly statistics on a current basis, releasing the figures
not more than half & year, and possibly as little as 4 months, after tha
end of the quartsr. ' ' :

The guarterly flow-of-funds estimates will necessarily be less de-
tniled than the annusl figures now available, and they will he mora
subject to Tevisions. The estimates will, however, include all figures
of substantial financial significance, though nonfinancial transactions
will be shown only in considerably more summary form than in tha
annual statements. With respect to sactoring the quarterly estimates
should ba approximately as defailed =5 the annual statements for
195855 shown in the April 1957 issue of the Federal Reserve Bulletin.

g;-} Spaeding u]:- the relense of the datailed annual £ iz alap
detinitely contemnplated by the Federal Reserve Board. Tiisex
that these figures can be made available approximately 9 months after
the end of the year, and that at the same time revisag figures for tha
2to 3 Enrmding ars will also be released. o

{¢) In view of the detailed sectoring of the present flow-of-funds
statements only a few additions to the sectors now shown separately
are recommended, . - )

{1) Probably.the most important suggestion is.the separation of
the personal trust fund degeﬂ.rtnmnta of commercial banks from eon-
sumer houscholds., These departments are now administering about
$50 billion of funds {excluding agency and cnstodian accomnts), a
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larger sum than any other group of financial institetions except the
commercial banks themselves and life-insurance companies. No offi-.
¢ial, or even unofficial, information ia availabla on the size and struc-
ture of personal trust funds or on their transactions. Setting up
personal trust fonds os a separate subsector will require the ingugura-
ticn of & regular reporting system, probably on a sample basis, In
the beginning annuzl statements may suffice, but quorterly repores
ghould be the aim. : .

~The absance of regular, comprehensive, reliable and, above 211,
standardized information on personal trust funds is one of the most
important gaps in our financial information, keenly £2l¢ not only in
the construction of flow-of-funds statements but alse in the study of
saving and in many other aspects of finaneial nns;]fysls. “The comriites
is therefore inclined to assign.a high degree of priority among. it
reconumendations to development of 4 reporting system for personal
trost funds adiministered by corporate trmetees; and urges that the
efforts which recently have bean mada in this direction, particularly
by the Federal Reserve System and the American Bankers Associa-
tion, be continued and intensified. - S

(2) A pecond guggestion in the field of sectoring, and one much
easier to nccomplish, is the division of the Faderal and State and
local govermment sectors into separate subsectors for general govern-
mant sctivities, xovernment enterprises, government finuncial agencies

insofar as not ncluded with financial business) and government trust

nds. Governnent enterprizes would become & subsector of the

broadsr business anterprise seetor, while trust funds wonld constitutes
a snbeector of the government sector. - .

{&€) For intensive snalysis several of the asset and liability cate-

Enmea distinguished in the present flow-of-funds statement are too

voad, The recent separation, in the April 1957 issue of the Fadernl
Reserve Bulletin, of demand trom time snd savings deposits and of
consumer credit from trade credit and bank loang are steps in the
right direction. The committee recomnzends that, as soon as possible,
corporate securities be divided into honds, prefarred stock, and com-
men stock; that mortgapges be split info farm mortgages, nonfarm
home and moltifanily residential murt%ages and n&ar mortgnges;
that term Yoans be separated from other bank loang; and that Umted
States Governinent securities be divided inte those of short, interme-
diate, and long maturity.

{e} Presentntion of transnctions on a gross rather than o net basis,
wharsver the separate flows in both directicons are economically rale-
vant, is ohe of the main hasic attractions of the flow-of-funds state-
ments for the economic and financial analyst. . The committee, thera-
fore, suggests that continnous attempts be made to put the statistics
of sz many of thi flows as possible, partienlarly those in the financial
sphere, on a gross hagis. :

. In particular, transactions in differant types of secarities (exclud-
- ing short-term f['ransury and similax secnyities for which gross flows
are of less significance) by the various seetors should in principle be

rezented on a grose basis, showing separately issues and retirements

¥y issuers and purchases and.salas%y each of the other sectors. The
same principle should apply to mortgages, separating new loans from
repayments; to term loans by eommercial banks; and to installment
loang—-in short to all assets and liabilities with an original metority
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of more than approximately I year. (At the moment grossing is
limited te transnctions by issuers in the main types of securities.)

" The committes renlizes that the recommended shift to a gross basis
will take conziderable time and smbetentidl effort, but that this
shift should ba the definite goal of a developing flow-of-funds system.
Atternpts to reach or approach this goal should be made continnously
even if in any single instance they mny.affect only one type of nsset
und one gronp of institutions. - ’

1 F%r]l cross elassification of faws, leading for each type of nssat
or-lisbility to a matrix that: shows transactions between every one of
the sectors distinguished in the dow-of-funds staternent, appears to
the committee to go too far beyond the-data now available or in Sig%g
to need serions consideration. Such a crvoss classification would
formally parallel to the eross classification of the flows of goods and
servicas in input-output tahleg, but seems to be of much less analytical
gignificance for financial flows. - - _ : o

{¢} To estimate the flow of funds for a given asset or liability by

the first difference between holdings (or ontstandings) at the

beginning and the end of the period must always be reparded as only
o substitute for the more informative and satisfactory method of
geparately determining the volume of acquisitions (issues) and of sales
{(repayments). . At the present time, however, this substitute method -
iz still often used in flow-ol-funds stotementa—not only those of the
Fadergl Rezarve Board—chiefly becansze of lack of primary data on

The absence of flow data not enly reduces the amount of in-
formation evailable to analysts but iz likely to lepd 4o wncertaimbies
and errorg in the ealealation of net flows whenever thers are realized
dapital gains and losses or revaluations, and this is the common situa-
tion not only for stocks but for lony-term fixed-interest-bearing securi-
ties. - In that situation specific adjustments to the net flow estimate
calenlated from balances at the beginning and end of the period must
ba mada, vzing tha profit-and-loss statements of the institutions in-
volved in the transactions. Since thesa statements are rarely availabla
in sufficient detail rough estimates wsually must be resorted to. Be-
cause of these difficulties adjustments to the net change in holdings as
shown by opening and closing balance sheets are made only for some
soctors and assets in the Federal Reserve Baard's flow-of-funds state-
ments.

The extension of these adjustments to other groups of transactions
and to other sssetz and their improvements constitute ¢ne of the most
impeortant steps in refining How-of-funds statetnends and in adapting
them to a closer analysis of the capital market. The committee recom-
mends that considerable attention be devoied to this aspect. of the
flow-of-funds statement, although the derivation of net flows as tha
diffarence of separate estimates of acynisitions and disposnls should
remain the ultimate ohjective. . -

" (&) In the lenger run the foriher development. of the flow-of-funds
statement should he sought, in the gommitiee’s opinion, more in the
direction of in the number of subsectors than in the separation.
of assets and liabilities heyond the extent suggested under recom-
mendation {d). hoStEeciﬁcnIly, the present very large nonfinancial
business sectors ( corporate and nencorporate} might ba split into
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about helf & dozen subsectors covering, €. g., manufacturing and inin-
ing, public utilities, trade, services, end real-estate. . o

ongideratioh might alzso be E’ven to any alternative form: of sub-
sectoring thaet woul seﬁ'rega,te 1e-1arge corporations for which more
detailed- and frequent date are available from the mass of medium
sized and small enterprises. Such a separation will Fm'mhlti gain in
importance with the spread of electronic sccounting amcmge e lax,
corporations, aa this may increass still further the gull batwesn
information available for them and for smaller corporations, and may
make it necessary to derive the figures for the two groups of cor-
porations by quite different methods and on 2 different time gchedule.
- Bubsectoring of the present congumer sector may be still further
off. As far ascanbej Sgai from the miterial likely to become avail-
able and the requirements of users the introduction of a small number
of subsectors based on the source of consumers’ income will probably
be the first step to be given serious consideration.

1. INTEGRATION OF FLOW-OF-FUNDS ATATEMENTS AND NATIOMAL TNCAME
' AND FRODUCT ACCOUNTE

The a;:ﬁ:mants for or sgainst closer integration of the different
parts of the system of national accounts are discussed elsewhers in the
report. Proceeding from the assumption that we want fo go-as far
in integration as is feasible without either needlessly complicating
the resultin ?Etems or disproportionately increasing costs, the ob-
jective shovi]d be to minimize the differences now Bxlstmg between the

pw-of-funds statement and the national intome and product aceounts.
These differences are in structure of accounts, coverage of sectors and
trausactions, classification of iransactions, degree of netling, scope of
eonsolidation, tirning of some trananctions, methods of valuation, esti-
mating procedures, and sources of data.* - The objective can be EE-
prmu:ﬁe by aradually eliminating ol those differences that are the
tesult of the peculiavities of the origin of the to systems, or ere essen-
tinlly arbitrory in nature, or con be abandoned without serious loas ko
otte of the gysteme, even though they possihg may have some value to
some ueere,  (Mors correctly, the criterion should be whether the loss
to one of the systems from the point of view of its specific objective is
regarded as more than offset by the advantage of integration which
facilitates joint use of the two systems.) It many ceses integration
on.-this basis will ba ensy to achiave, in others it may invelve over-
coming considerable substantive difficulties and differences of opinion.
The oﬁfecjﬁc differences between the two systems which raise the prob-
levn of muatual adaptation are generally too complicated and technical
to be discussed hers and in many cases not yat suificiently explored to
lend themszelves to zimple recommendptions. The principle enunci.
ated at the beginning o t]g:dpamﬁmph will therefore have to suffice,
and ought- to suffice provided fingl integration of the two systems is
adopted s the goal and there is the will to effaci a gradual mutual
adaptation until full integration can beachieved.

One of the most important fields for integration of flow-of-funds
statements and national income and product accounts is saving and
mvestment, As indicated in chapter ¥, the dow-of-funds statement

H Samo of these Ai¥arences bave been mentlonsd coder (o), abows,
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produces, with only few-changes—primarily the insertion of depreci-
ation allowancer—an estimate of saving which fits rfectig into the
national income and product accotnt and can be vsed ag a check upen
the direct estimate of aggregate saving which is inherent in the na-
tional income and prodnet aceount, viz, the difference befween current
ineome and current expenditure. While that residuel estimate of
saving is by its very nature indivisible, the measurement of saving
derived from .the flow-of-funds statement has- the great ndvantege
from the point of view of sconomic analysis of showing the various
forms of saving and dissaving. Tables A-13 and 14 in sppendiz A
exemplify thisintegration. _

Craprer XIIT. Ivror-Oureor TanLes
1. THE NATOEE OF mm-DUTFUT TAELEX

An input-output table is, so far as the form of presentation goes, »
table which shows the flowe, of commodities and sevvices—represented
by their money value—during a given period (usually 1 year})hetween
i number of sectors, here penerally called indusiries {whence the al-
ternative nams of “interindustry analysis”) into which the economy is
divided. Each entry, or cell, identifies the value of commeodities sup-
plied by one and reeeived by gnother “industry”—the ferm bsing
nsed for any tion of economic units or even production proc-

" egses within g ﬂﬁrm or plant. An inpnt-output table thus is a com-

lete from-whom-to-whom breakdown of all commedity and servics

ows within thet Nation and between the Nation and foreign coun-
tries. Since as a rule the classifieation of economic units into indus-
tries is the same for suppliers and recipients of goods and services the
inpui-output table generally has the same number of rows and colnmns
and hence the form which is called in algebrs a square matrix. Input-
output tables vary in size from an aggregative table distinguishing less

- than Eﬂ-supply—i_uﬁ and receiving indusiries, snd hetee having less than

400 cells, to etniled docoments with over 400 industries and more
than 160,000 cells, many of which, of course, may be empty.
Input-output tables may be regarded as simply an alternative form
of presenting commodity and service flows within a gystem of national
accounts a:ng are 50 treated in ch:lr;tar ¥ and appendix A. In that
capacity th?' provide & powerful check on the completeness and com-
patibility of much of the information used in bwlding up national
prodmet and income estimates. . :
In practice, however, input-output tables have been developed
primarily for a second, more ambitions purposs; namely, to gerve, to-
her with auziliary information such ns prices and technological
ta, 83 a tool of decision maling in public policy and privats invest-
ment planning by business enterprisez. This use of input-output
analysiz js called economic or mathematical programing. For this
¥urpusa input-output coeflicients and produretion functions are derived
rom the input-cutput data by the mathemstical process known as
" matrix inversion, whith requires modern high- calenlating ma-
chines if the number of induosiries distin 15]1;&}?; enhstantinl.
Input-cutput tables may depict a closed or an -:ipen system. In a
cl system all industries are assumed to be completely interdepend-
ent and their inputs and evtputs to be fanctionelly related. For ex-
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armple, consumer households may be considered te constitnie one indus-
try having consumer goods and services as input, producing labor as
oitput.. In anopen system, in ut—-::-ui'al:iut_ gnalysis regards some indus-
tries a8 being: related to the o industries in the economy, but not
functionally dependent upon them. Hence,.in this case consumer
zoods and services and/or producer goods, Government services and
exports are regarded as final uses or output, i o5 autonomously deter-
mined by factors outside the input-cutput systera. Labor and man-
agement gerviees are regarded as original inputs, but not as produced
by a household industry within the m. Also the constraction of
plants and the production of ucers’ ds has been usually
regarded a5 final output of investment goods—antonomonsly deter-
mingd—aven though in a truly dynamic model investment
shouid be regarded ag input for future output and hence as an integral
part of the mutually interdependent input-output system. Thaus, the
tables in their present open, system form answer primarily the ques-
tien: What output of raw materials and semimanufsctured goods
nesded to preduce a given volume of final eutput; or what cutput of
the varioug industries would be needed to meet an asspmed demand
for final goods and services, a magnitude which is either identical with
ar can be derived from gross nations] product. This links the input-
output tables with the nationsl income and product accounts.

2. HISTGRICAL BACEGROTUND

{a) United Stafes _ .

Input-ontput tables for the. United States were first presented in
1241 in 'W. W. Leontief’s worlt, The Structure of the Americon Econ-
omy, 1¢19-1029. During World War IT the uze of the input—nutgut

igus for nna.lﬁls of war production plans was ¢onsidered but did
not materiabize, However, in 1041 the Bureau of Labox Statisties
requested Wassily Leontief to construet an input-output table for 1080
which was nsed in connection with the analysis of postwar economic
problems.  This input-output table divided the evonomy into 98 sectors
which were later aggregated into 42 sectors.®

After the war, mathematicians and economists developed mesthods
for economic (or mathematieal) programing. In order to test the
economic feasibility of various strategic plans, an up-to-date input-
ontput table for the American economy was required. The National
Seeurity’ Resourees Board, the Bureau of Labor Statistics, and pri-
marily the Air Force, supplied funds for the conetruction of & compre-
hensive input-cutput table for the year 1947. This table was ¢on-
structed by the Bareau of Labor Statistics in cooperation with a num-
ber of Federal agencies and some university research organizations.
The 1947 table was based on data for more than 400 industries which
wers then coneolidated into sbout 200 industriez® The testing of the
useiulness of such an in}mt-ﬂutput table for mobilization planning was
discontinued in 1953 before the testing program was ml:sated

H The ngreepated table la deperibsd (2 Pall BEmiplopiient Patlerne, 1050 * & * spoandix
A {Burefiu of Lobor Stotlettos, May 18460 : ] ol regrinbad LT tul;'in o4 of W. 'W. Laontlsf,
The Stpuctyye of the Amerlcan Feonoiy, 2d editdon, 1051,

¥ T'gr o brlef deagriptian, “PE W. D Evans apd M. Hoftwobarg, Tha Toterlodostry Relutions
EBbhaily For 1047, The Eevi¢w of Heanoinles nnd Stadatics, May 155% Fop geul.tn ate Input
Ouipnt Aoalygls : An approfenl, Stediss In Tncome ond Wedlth, vol, 1 , 1835, and thw
4m=1r|anxfag‘1npub0uqm: Analyee Teelunienl Bupplement, Wathnal Bureano of 'Hoonomic
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The i:'lll;ﬂ:t_-ﬂntput gtudies in the:Tnited States were conducted rela-
tively independently of the national aécounting work, at least admin-
istratively. - National nccount data {especially grossnational product
were ised for making the ;manon;iidpmjamun of -final: -demand:
Inpat-output coefficients then. provided the means for relating the
nput and output of voriows industries to the stipulated finel damand
future years::- However, the work was done essentially outside the
National I;mm'Divisiun, rimarily by the Burean of Labor Statistics
and in the Department of se. : S
{b) Abroad ¥ ' '

Ona or mors input-ouitput tables how axist for the following zoun-
tries: The Tnited Kingdom, Norway, Deninark, the Netherlands,
Italy, Canade, and Japan. Discussion of plans for input-output work
is _taking place in Sweden, France, and Yugostavin, Jn thoee
countries where there iz a central stotisticol office’ (such as Norway,
Denmarlk, the Netherlands, and Canada) the input-outpnt work forms
an integral part of the country’s unified statistical system and has
developed to a considerzble extent as a byproduct of the notional
acconnts. The latter is frue even in countries where statistics are not
centralized administratively. o

In putiing together any input-output table, there are alternative
ways of clagsifying and tracing the flows'of goods and services through-
out the economy. The criterin chosen in setting up the accounts, how-
ever, are not nentral in terms of their economic Implicationa. In most
of the above countries where foreign trade is axtremely important, tha
success or failure of an input-output table and jts analytical uses ma
well rest on the estimators’ ability to portray reslistically imports an
exports, 8. m, to distinguish betwesn the su-dalled compefitive ahd
noncempetitive imports. Where foreign trade iz of crucial impor-
tance for the economy, it is not adequate to treat imports and exports
in the somewhat arbatrary manner as done in the I}Jl?itéd'ﬁtatas.

3. TOBIBLE AYPLICATION OF INTUT-GUTPUT TADLES

JInput-output studies ars still in an experimental stage, Therefors,
statements abhout 'the usefulness of these fabulations must to zome
extent be of a speculative nature. - Nevertheless, more can be said
today than a decade ago when the first large scale attempt at de-
veleping an input-output tabls was initizted. -

{a) National defense and survivel plonning _

As mentioned earlier, the 1947 input-ontput tsble twas developed
primarily for the purpese of testing the economic feasibility of various
mobilization programs. At that time the problem was: £ amonnt-
and what kind of war material production would be economically
feasible if the Tnited States productive capacity over a period of per-
sumably several yenrs hod to be conv from s peacetime to a full
war mobilization bagis? This question arose out of World War 11
axperienca. In]]:mt-ﬂutput tables would be of gremt nsefulness for
examining this kind of problem. .

However, military strategy has since been adapted to the use of

7 atomie woapons, Today o major war may be decided by weapong in

¥ Ben In gipirt Tablea®! Recent Experience in Wantern Furape, in Tnited Nations,
Eronomic Buisein for Berope, May 1955,
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existence rather then by sn economic paential for developing a muni-
tions industry. Therefore economic feasibility studies for defense
planning, though still lmpoﬂan&m nn lcm%‘ the same significance
that was attribtited to tham on the hasis of World War 11 experience.
- Neverthelass, representatives of the Office of Defenss Mobilization
and the Defense Department have pointed out the importance of in-
put-ouwtput analysie in connection with planning for postattnek pur-
vival and possibie bomb damage analysis. The question hera would
be: How could-the aconomy best adjust to dislocation and destruction
of parts of its productive capacity? To deal with these- problams
would reguire & finer statistical breakdown by products and, regions
than is required for gameral purpose tabulations. However, the avail-
ghility of a dgmerul mput-output table would greatly facilitate such
anglysis and improve programing efforts for national defense and
servival planning. : -
(8) Oiher Government purposes

The Governmetit participates in long range investment planning in
the field of resource development such as water supply, energy supply
and land reclamsation. In other fields the Government is invnlmf' in
long range planning through its conservation’ policies,  In appraising
ﬂ;E] Future 1se of resources national accounts proeetions are a primary
teol. ; .

Input-cutput tables can be quite nsefnl for identifying individual

- industries or key products within the projected nationa agEregabaa.
They can also be of use in the examination of specific problems of
sconowic polioy— such as in the examination of the impact of foreign
aid or of chenges in tarif policy on the domestic economy. In such a
gituation inpat-output wonld help trace the impact of the for-
eign aid program not only on indusiries directly affected but also on
those activities indirecily affected by fmn aid. shipments or by
importa® The input-cutput approach d also be used to help
Eeaaure the econcmic impacts an-lvamnus industr'li&g and alfﬁﬂtxi:-?lﬁa:

ir general governmeant policy—e. g.,to indicate what w k
the eﬁwt- of s program of milifary disarmament on various sectors in
the economy. : ' :

(2) Business investment programing ond markef anelysis .

A prowing number of corpoTations are engaged in long term invest-
mmt?muugng which, in many mstanpes,gl?wolws a four step ap-
proach:, S : _ ]
{1) . Projecting gross netional producet and its major compo-
nents. ..
(2) Projecting the market for particelar lines of products
within thess gross national product aggregates. .
(8) Determining the share of the market the particular firm
uses a5 & target for planning purposes.
(4) Determining the investment program which shonld enabla
the firm to reach its target. - )
Tn making the transition from the first to the second step an inpui-
output analysis can be very helpful fo business decision makers. Tt

E Tli= Fo Ald Program d the Tailed B talﬁmmmr A sin "’;“"F
tlanal :;l ”i'f;;mmnmu :eclu'llur the Snper.m &ﬂttu of the Eamdrh Smﬂ‘;
the Forelgn Ald Pregram, Ng , 8%th Cong., 16t sosa | ch LOBT),
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permites businessmen te estimate the increase in output for particular
mdustries %J:ﬂrodunts which ‘would be in accord with-the gomt&d
ir;féeﬂsa ‘in demand (gross national product brolzen down by end
products}, ' ' : .
- In this way business is aided not only with regard to itz market
analysis outlook, but also with regard to its investment plans. Many
cempetent analysts have pointed out that this kind of analysis is not
only useful for business from-the aspect of sustained profitability, but
that it also introduces a factor into the economic system which will
tend to promote balanced economic growth. - Its availability and use
“will ‘maite possible 'what has bean cafled a dynamic market analysis,
that iz, an appraizal of future markets within the frame of reference
of a growing aconomy. We believe that the Government should assist
this development by the supply of the proper statistical tools. .
A number of larger firms employ their own economic analysis
staffs competent to make use of input-output tables for purposes of
invesiment planning and market analysis. Inereasingly, consmlting
firms a1e concerning themselves with this kind of work on a contract
bagis. . The input-output tachniqéze could be put to widespread use by
a great number of middle sized firms through recourse to the modern
ecomputing aquipment available to thosa conanlting firms.

(&) Input-outpst tabies ar a check on siatistical acouracy

Basically, an input-output table is an arrangement of statistical
information within a certain accounting iramework. Tt can be used,.
as indicated above, for identifying gaps and inconsistencies in that
information. For that pu;pose? gummary tables with a limited num-
her of industry sectors could indicate where additional statistical infor-
mation iz nesded. In general, this purpose should be regarded as a
llzlﬁypmduct, rather than s g primary cbjective of input-output tables.

svertheless, the preparation of input-output tables, together with
the other systems of national accounting, can serve as an mtegmting
force in economic statistics, I.lwarticulary since the emphasis of the
inpnt-gutput- approach iz real products and services as contrasted
with monetary flows and income transactions of the other major na-
tional aceounting techniques. This possibility is not entirely theoreti-
cal. Tt was the work on the I#47 input-output table which peinted
possibly mare conclusively than andy iing else to shorteomings of the
current construction staifistics and gave impetus to the drive for
improving these statistics which is still underway and which the
committee has endorsed in chapter X1, section 2.¢,

1. POEBIBILITIES AND LIMTTATIONS OF INPUT-OUTHFUT TARTLATIONS

 Wa recognize that after about 15 years sxperience here and abroad
input-output statistics ave beyoend the pilot study stage. Nevertheless,
t.hgnam still of an experimenta) nature. : '

e may envisage at some future time that there might be devel-
oped an accounting system which would nutomatically yield the in-
formation needed for a mr?rehansim continuous eensng of industriel
and business activities, and would thus at the same time provide the
raw statistical material for the natioual income and product ac-
counts, for How-of-funds statements and for interindusiry flows of

. products and services. Information would proceed from the busi-
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nesz unit divectly to the final sunmarization: in' nationnl neconnts and
input-ostput tebulxtions. - With the prospect for wider use of elec-
tronic bookkeeping ahd processing equipment, such an outlook may be
vigionatry but not utopinn, (Seealsoch. XV.}. -~

Faor a considerable time to come, héwever, wa have to resign our-
selves to the fact that there will not be a steady flow of the veqnired in-
formation from firms and households for use in final national ac-
counts. Particularly, the information provided by business fivms in
the census snd the other basle statistics seurces-will not be in 5 form
which ¢an be directly nsed for Input-ouiput tabulations. Estimates
and adaptations from available statistical information musi still be
made which can be used for the input-output tables. Particularly,
the census information with respect to the relationship of capital
etwi]?lmsnt to production 15 very feanty, to'say the least, & deficiency
which nskes it difficult to place the input-cutput tables on a dy-
namie basis, : 3 '

The construction of a comprehensive interindostry table'is u major
statistica] undertaking which can be done only once every few years.
J¥n apite of the fact that the censuszes do not yield all neaded informa-
tion, they still remain the basic source of data.. Therefore, the in-
put-output tables should be construgted preferably for years for
which major econemic censuses, particularly the census of mannfac-
turing industry, axe undectaken, ' '

However, it is possible to leep such an input-ontpt table up-to-date
by patech-np work for a limited pericd. For example, the 1947 table
has been revised up to 1952 by modifying input-output coefficients
whers substantial changes in techuology or substitntion in the use
of raw raaterials heve ocenrred. :

We have already suggested that the Governinent’s general input-
output work should be of the nature of gemeral purpose estimates.
These. estimates are based primarily on the census mformation which
nses the “establishment” as a statistical unit. The breakdown by indus-
tries should be fine enough to achisve o sntisfamti:nc‘ly de%;ée of homo--

ity within each industrial gronp. But it should not be so fine that
the ontprt of manhy establishments would beleong to several industry
groups, thereby requiring extensive splitting of mputs. A 400 to 500
1n:;'i.uapr17 breakdown appears to be the mazimum conpatible with this
principle.

For spacific purposes, particulariy for purposes of postattack sur-
vival planning and vulnerability analysis, special tabulations may be
required, These may necessitate even more detailed information and
in erucial axens may wlentify input-output relationships for individual
, products and industrial processes. A general purpese tabulation can

only provide a frame of reference for such special analysas,

5. RECOMMENDATIONE

The committee feels that input-output work should be considered
as an important aspect of the national accounting system.

{(#) We recornmend that an ablreviated interindustry table be-con-
gtructed cn the basis of 1954 census dala. -

(5 A fa,irlﬁ' detailed input-output tabla should be constructed om -
the basis of thée 1958 economic censwses. This committee is not in a
position to make 3 recommendation as to the exact detail that would
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represent tho best compromise between the needs of the users and the
unavoidable financial limitations. In formulating the schedules for
the 1958 censuses, considergtion should be given fo.questions which
would Fmg information needed for the input-cutput tabulations., For
example, information is needed regarding valie added estimates for
the trade sector. For manufacturing gst'a.%li_shmehts:& inore inclugive
listing of the various input materials consumed in the production proc-
ess would be usefnl, and move detailed information regarding capitel
equipmetit would be desirable. It is alse recommended that the census
¥m1da more information pn the sales of specific products from manu-
actering industries, nsing the same method as that developed for the
1954 Census of Manufactures, The cost of gathering specific statis.
tical information (e. g., on advertising, insurance, efe.) may be too
h‘ﬂ:;tn be included in a complete censos tabalation. In this case, con-
sideration should be, given to collecting sach data periodically on a
sample besis as part of the censns annual survey of manufactures.
This kind of information would fill some of the statistical gaps ir con-
strycting a 1958 input-output table. S : o
{e} xg:imantal ~work on capitel-output cooflicients and on
ional breskdowns of input-onipat tables should be encouraged.-
{See discossion in ¢h. Xl'g,__sac. c.). As far ay posgible such ex-
ploratory worlt should be ¢caaried outside the Federal Government..
{d} A simplified azmual inpué-output toble is included in the inte-
mﬁd E{%tfm of national economic acconnts outlined in chapter V
tabla . : ' .

Gmm;e# XIV. NaTiomarn B.mm S.H.'.B.ET '

I. TH.EFEJ'NGI‘ION OF BALANCE EHEFTS AND THEIR FRESENT STATUR WITHIN
L THE SYSTEM. OF NATIONAL ACCOTTNTS |

" 'While the Tnited States has had an official annual estimate of nn-
tional income for a quarter of o centary, no steps have yet been taken
toward establishing the national balance sheet as & regular feature
of our official national gconomic accounts. Thiz may come &5 & sur-
prise to businessmen, and even to laymen only vagualy familiar with
accounting, sinee balance sheets and income accounts are usually

ed as the two prim'a.r{ and complementary parts of 'a system
of accounts. Indeed, in the balatce-sheet field there has been definite
yetro on in marked contrast to the rapid advanées made in the
lost few decades in the netional income and product accounts. Up to
the 1920°s, long before official or nnofficial national income estimateg
became & regular feature, an esiimate of national wealth'constituted
part of our deceunial census, It was prepared for the last time for
the year 1922° In this field work even cutgide of the Federul (zov-
grnment iz now so tare that we are limited to 1 continuous and rea-
sonably up-to-date set of national wealth estimates and 1 set of na-
tional balance sheets for half a dozen benchmark dates since the turn
of the century, and both these attempts have become awvailable only

Tacently.”

ey ' - '.'..
- o Fational Wealth pod Fneorne, Federnl Teade Commlsslon, 1928, - - . : -
mE. W, Goldgzalth, A Study of Spving jo the United Stufeq. vol ITL pt. I, Princaton
Uulwl:mit;— %m 1058 mes :lwﬂ'l!hirtaﬁﬂmnm Anibatd Deport of Nuesal Doy of

Eesnotale Reasaroh, Inc., pp-
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- The economic statistics available to business, govérnment, and aca-
‘demic ‘users have always included many of the building blocks for
a national balance sheet and for balance sheels for economic sectors,
The tabulation of balance sheets of corporations in Statisties of In-
come gince 1926 probably represents the outstanding example of data
usable without ox with only minor adjustments in national and sectoral
balance sheets. Other examples are the combined balance sheets for
the main types of financial mstitutions—banks, saving sand loan as-
sociations, and insurance companies; the data on current asseta and
liabilities of corporations prepared by the Serurities Exchange Com-
mission and the Federal Trade Comumission; the statistics on the
holdings of Tredsury securities by different groups of owners; the
estimates of holdings of Liquid assets by sactors prepared by the Fed-
eral Reseyve Board; and the balanes sheet of agriculture prepared an-
nually by the Department of Agriculture. Among statistics usable lass
directly in building ap national or sectoral balance sheets, mention
may be made of t;ine vnlues of owWner-ceciipiad homes reported by
the census; estate tax retnrms, and sample information on selected
assets and linbilities collected f)]r thse Sur?fiy' of Consumer Finances
" What we have been missing rmtil recently are the systematic col-
lection of these statistics; the provision of estimates for those items
in the nationa! and sectoral balance sheets for which no dats are as
yet available; and the integration of all this material into a frame-
worke consistent ‘with regard to delimitation of sectors, definition
of assats and Liabilities and valuation. Thau,%h one attempt to' de-
rive such consistent national and sectora] balance sheeta has been
mnde, it hnd in many cases to use very yongh estimates in need of con-
sidernble refinement, and is waiting to be put on & carrent basis®
" The rieglect of the balance-sheet aspect of national accounting is
rather striking in view of the many analytical uses to which the
figures can be put and of severs] significant developments in sconcmic
theory—such a8 the accelerator, and the Pigou effect—that call for
balance-sheet dats for verification and -concretization. Among the
analytically and practically impoertant uses of national or sectoral
balance sheets ave:

{2} Capital-output ratjos, which in one form or another have be-
come an important factor in the theoretieal treatznent and the statis-
tical analysis of economic growth, .

5y Debi-equity or debt-asset ratios, helpful in the analysis of finan-
cial developments and business eyele.

{#) Liguidity ratios (the proportion of assets of different 4
of liquidity to total assets or to certain types of liabilities), which have
come to play n considerable role in monetary analysis.

{d) Velocities of turnover of different Lypes of assets {figures sim-
ilar tothe well-known valocity of eirculation of money, useful in mone-
and business-cycle studies. - ' o
m&] The financizl intervélations ratio (the proportion of tangible to
intangible assets in the national balance sheet ), & measare of the density
of financia] relations and changez in it, that is of some-value as an indi-
cator of balance between the real infrastruecture and the financjal

superstructore of an economy.

BOE gar, 3, Barsadter,
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(7} Siza distributions of assets and net worth, within seotors, par-
tienlarly household and business, impaortant tools in the analysis of
structural changes in the economy and in the evaluation of the social
effects of economic growth. .

o ' 2. CONCEPTS

The concepts of the national balance sheet and the national wenlth
statement are essentially not more difienlt—indesd, they are probabl
simpler--than those of nationsl income and product.. The nationa
balance sheet is the resalt of ndding together the bulance sheets of all
economic units in the United States—business enterprises, incorpo-
rated and unineorporated ; honssholds; nonprofit organizations; and
ﬁvemments. Similarly, sectornl balance sheéts are the sum of the

lince gheets of all nnlts belong to the sector. The national wealth
statement and the parallel sectoral wealth statements are best regarded
a3 partinl bolance sheets limited to tangible assets and, for the Nation,
net forsign balance. .

The_'rsf:ﬁnnsh_ip between balanes sheets and wealth statements can
then be simply expressed in accounting terminelogy by the statement
that the national (or sector) balance sheet is the combined balance
sheet of a1l units in the nation {gector), while the national (zactor)
wealth statement is their congolidated balance sheet. The difference
between the two statements, as iz well known, ig the treatment of
creditor-debtor and stockholder-isswer relntionships among units be-
longing to the same nation (sector). All elaims and liabilitles arising
from tieea relationships ave preserved in the combined national {see-
tor) balgnee sheet. Om the other hand, claimsg and liabilities, as well
as stockholdings and the mrrasﬁﬁ'lding figures for stock issued, are
eliminated in the consolidated balance sheet, . e., the wealth state-
ment, because t offset each cther and do not represent cluims of
national (zestoral} umits ?inst or Fabilities to fnreigx units. The
table following indicates these relationshjps and lists the main items
meluded in the national {sector) balance shéet and wealth statement.

A, NaTonal BaLavcr SYEEr oF UNITED STATES

L Tangible accate In United States
1. Beproduesihle
2 Monreproduclble
II. Claima agalnst Oonlied States debiorz
ITI. Eqnity securlties of ITnited States isaters )
IV, Clalms against foreign debioza amd wquitlen in foreign propertles apd
enterprises )
¥. Katlronl arsets
¥I. Liabilitkes to Awmevican vredlturs
VII. Equitiez of Unlted Stakes legpers held by Amerienn owners
VI1IL. Forelgners' ¢loims sgalnst Awmerican debtors; forelgn baldings of cangilie
asgets In Iintbed Bietes and of equitize of Awvericun iEsuers
IX. Matiopal net worth :
X. Naetlonal Habillties and net worth

- " 'This tabls iz intsndad to brinr out the maln meesuntlog celationakip under a na-
tlennl balance eheet and o natooal Wenlth stntement, It Es nat an a,aﬂum.ﬂﬂhmt
like fobla A—14 in appendix A, whish showg the imein cowe and celomns n  patlona) and
e totnl balopcs sheat. -
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. I
B. NATIONAL WEALTH STATEMERT OF UNITED STATES

" L. Tabgible ausets in Gulted Sietes
1. Beproducible
. .2 Nonreproducible e
1L, Net forelgn pasets (jtemn IV Tesy itewy WILT Of A)
1II. ¥atlonal wenlth
V. Net worth - :
: 1. Honscholds
‘2 Nooprofit insktutlons
§. Government-
¥. Natiosal net worth . _ _

Virtually all conceptual and statistical problems that arise in con-
nection with national balance shects and national wealth statements’
<an be attributed {o two problems. .

First, national {sector) balance sheets or wealth statements,. to
make economic sense, must be based on bolance sheets of the com-
ponent units which are uniform with respect to scope and classifica-
tion of assets and liabilities and to their valuation. )

Secondly, o choice must be made among the . varicus theoreiical
possibilities of valuing assets and liabilities, This choiee is much
more difficult than in the case of national income and product. The
reazon 13 that most of national income and product reflects actual
transactions which are enteveed into the aceounis at the values un-
equivocally established at the time the tronsactions odeur, There are,
of wnrsealﬁxmptiﬂns such as imputations and some questions of valu-
ation such as the choice between factor cost and market price, both
problems that have been digenssed in chapter V. The proportion of
transactiong for which these problems are important is however much
smaller in the national income and product sccount than in the na-
tionel balance sheet or the national wealth statement. Obricusly in
any L year only a small fraction of the total stock of assets changes
hands permitting a maxket value to be unequivecally. established.
Moreover, certain types of assets, particulsrly large governmental
and private structures, virtually never change ]mnds-%‘;r & measurable
monetary consideration. Hence, the value of the stock of tangible
and intangible assais ¢connot i principle be based on actual transec-
tions ocenrring close to the point in time for which the balance sheet
is drawn up. Valuations in the national balance sheet must of neces-
sity be based on other date. - :

615 the various possible bases of valuation, original cost to the
awner, sither undepreciated or depreciated—the Jatter the fll’““'“'ﬂihg
ngage in business acconnting—cannot be used when the e Are
intended for certain important {ypes of economic analysis, As'a rule,
assets are acquired at different times snd prices change over time,
Mere summation of orviginal cost values found in the balance sheets of
different units would often result in an arvithmetic aggregnate without
economic meaning. - S'H‘l‘li!al'lf', for reasons mentiunedg abowe, it is not
possible to value all items in the balance sheets of the different units at
inarlet value. This cannot be done even if one is willing to apply the
valuation of Hems actually changing hands by anhalegy to I!j.m total
stock for those types of =2ssets and liabilities for which an nctive
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market exists, such as is the case for single.family homes, automobilas,
and farmland ameng tangible assets and for corperate and Govern.
ment securities among intangibles, because virtnally no market prices
are available for very important classes of assets such as nenresiden-
tial private structures, producer durables, in-procass mventories; and
many assets owned by the Government. oo

Statisticians will, therefore, be forced £o combine different bases of
valuation for different types'of assets and liabilities; and to use “con-
gtrweted” values rather than market valnes for some types of aseets,
The most important case ealling for such constructed valnes are repro-
dueible tangible assets. These can be valued, if valuation at current
prices is ('limrll:ld E:rdﬂaf to ndombme ﬂl:%a figures tg;!:}acumpt values of
nonreproducible tangible and intangible ansels, epreciating orig-
inal cost to the first purcheser within the Nation an thm?ﬂ;g i
for price chengres between the date expenditures were meurred and the
data for which the balance sheet iz drawn &lj]lp—ﬂ procedure which
admittedly is not entirely sstisfectory for all pur The szme
procedura can be used too ohisin values for the of reproducible
tangible assets in constant (base period) priess. Yn that case, the
nﬁﬁnﬂ eost of the assets s translated from current to constant prices
by the use of appropriate price indexes. This is the so-called perpet-
ual inventory method® : : :

National {or sector) balonce sheetz or wealth stalemanis can than
be built up by combining:. (z) The priee adjusted depreciated orig-
inal cost of reproducible tangible sssets with (5): the market value
of certain types of in ble assets for which an-active market
exists, and {¢} the par or value of other types of intangible se-
sats nnd of lishilities, particularly for short-term elaimez,

This is probably the best that can ba done te obtain reasonsbly con-
gigtent estimates for national (sector) balance shests and weslth
statements either in current or base-period prices. The lattar, paraltel
to deflated national-product estimstes, areessential”for economic
analysts, whers often the influence of price changes must he eliminated
;ﬂ"ordar to bring out economically t movements and relation-
e 5. BTATOS OF WORE

Up to 1922, a national wealth estimate was prepared in increasin
detall as a part of the decennisl censnz. After u.gamﬁumnmt of offi-
cial nafional wrealth estimotes 2 attempts were made to continue.the
ﬁguraau]‘.) extending them on an annus] basiz with soms modifica-
tions ugh 19335 and the othar}lgrnviding estimates of the main
COTEL ta of national wealth, also on the annua)] basis through 1936,

Between the late'1930% and 1930, no estimates of national wealth
emanated from either officiel or unofficial sources. A new set of esti-
mates, based primarily on the perpetusl inventory method, which has
bean available singe that date, now covers tha period of 1896 to 1949
on an annual basis, distinguishing about 2 dozen different components

For & dencripion and fiseasslon af this methad, oea st“"'f in Focoms aad TWenl
wol. XIY. 7 rrE aud E. W, Goldsmith, A Sindr of Bdviag, ol EI tnbla W=7, b,
# A Blogy of the B Asbets SolmetiTies Called Wealth of the United States, 152%-
32, Buraan of Beonomie reh, Univarmity of Notrs Dame, Tl
,_[:‘ Ili'é.gﬁﬂum.l Inguptriai Conterence Egard, Stndles in Entsrprise and Soclal Prograss, pt
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of nationa] wealth. Estimates araggmaanted on the basis of current
prices as well as of basa period {1903 prices® Thiz set of estimaten
18 now being revised from the period 1946 on and extended through
1856 - I is expected. to become available in the:near futvre in

form of an “oocasional paper” of the National Burean of Economic

While tuh% lglumber of natioil?l w?;.lth statements thatt]}al:m been
prepared. -officially or privately in foreign -countries in- ast iz
emely nummus—tﬂl;u.gh most of them antedate World War I—
there is at present no country thet larly publishes snch a state-
ment. . A few conntries, notably the %et]ur nds; have at.some tima
during the pkostwar period izsued estimates of national wealth as part
of their work on the national aceounts, but. these statements are avail-
able only for one or af most & fow dates. The commities has, however,
been ingormed that some countries, particularly the Scandinavian
counities, are considering the addition of national wealth statements
to their sgstmn of national accoumts and have dome a considerables
amount of preparatory work. ) T
In & few countries there are privaie or semiofficial estimites of
national wealth, or at least reproducible wealth, nsually on an annual
hagiz. Thisis tha euif-?r ingtance, in Great Britain * and in Cansdae, -
The International ociation for Research in Incoms Wealth is
devoting ons of the sessions of its IH57 meeting to the subject of na-
tiongl wealth. Ti'is expected that the papers Eem red in con-
nection with this mesting will include estimates of national wenlth,
usually slong the m:tuul inventory method, for about o dozen eoun-
kries ipcluding the Netherlands, Norway, Western (Germany,
Tndis, Australis, and Japan, Most of these estimates, however, ars
nxp_mtedd to refer to only one or n few years during the pnshur
ol : - . .
PerTihBrB never has been an officinl estimate of the national bhalabea
sheet of the United States. Apart from a pioneer atiempt referrin
ta the years 1920 and 19936, uncfficial eziimates are limited {o the
blished in A Studg]:f Saving, volume III. This set providas rough
alance sheets for the years 1900, 1912, 1922, 1929, 1939, 1045, and
1949, Tt shows figures for 11 sectors and distinguishes 9 types of
tangible and 21 of Intangible assetz and 14 types of liakilities and net
worth and is expresaed ughout in cerrent viloes. An extension of
these estimater to 1952 and 1955 iz in preparation as part of the Na-
ticnal Burean's Postwar Capital Market gf«udj'. Preliminary figures
for 1355 have just been published and are reproduced in appendiz G.
* The only official or semicfiicial, national balance sheet for a foveign
munt? that has eome to attention is a rough éstimate for the Nether-
laridz for 1939 and g few postwar yeare™ ' '

= The loteet nod mest detalled publlahed verslon of Wers catiiates will be found 1
B W. Geidomith, & Stdy of Saviap.ix the Uniied Siates, vol 1L pi. 1, Princston Uak
o Far g0 mgolts compare 3Tth Annual Report of the Natlona]l Btreao of

ma nreld
BN 1 %ﬂi"ﬁﬁe B Fi¥en Assats 51 the Unlted Kitgdom, 1985-58, by Philip Redfers,
Jouenal gf the Eayal Statieticel Sccivty, wol, 11K, nfggs ) 3. o

L2 .
o8 e B T B et Baok Xopter, 1049, Centrua) Bureay
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" 4. CONNEOTION WITH OTHER SEGMPNTS OF NATIONAL ACCOGN TS ’

(@) With nationel insome and product acoounts . :
There iz a ¢lose connection. in business' accounting between the in-
come account and the balance sheet by virtue of the fect that saving
{undisttibuted profit), definad as the difference hetween current in-
eome and current expenditure, is eqoal to the change in“earned nei
worth; and that accumulated saring, capital contributed and realized
capital gains and lossés are equal to total net worth. This xelation-
ship js valid only when, as is generally the case in business aceounting,
there are ne revaluations snd ne sceount. is taken of mnredlized capi-
tal gainsand losses,. -~ _ S '
imilarly, in the national balance sheet, national saving is equal to
the increase in national net worth, and national aceumulated saving is
equal to total national net worth at the halance sheet date so lohg as
realized and unrealized capital gains and losses are excluded ; i. e, if
the-balance sheet is drawn up in terms of national original cost. - Thus,
national net worth in otiginal cost is équal to national saving sammed
over time. . : '

The same relationships hold—and this is relevant in connection
with the treatment of capital consumption allowances discussed in
chapter VII, section 1 a—if renlized and unvealized capital gains ox
lostes are t into accovnt. In that ease sach revaluations yust,
however, be regarded as constituting part of current income and henee
of saving. This calculation, of mumei can be carried out only in cur-
rent monetary values and is not directly available for translation into
constant prices, hence the question of shifting from original to replace-
ment cost depreciation dees not arise. Under this approach, the fol-
lnwing relations obtain: :

Change in cugrent value of assets minus change in current value
of lisbilities equals— ~ =
Change in crrent valus of net worth.
" Change in sarned surplus plus net revalnation.
income minus original cost depreciation minns
dividend payments plus capital contributed plus net revalun-

f1om. :
Estimates along thesa lines, while of substantial interest for stndy
h.l]%c}lmges in the distribution of wealth, are probably too unfamiliar
and have to rest in part on too speculative caleculations to he recom-
mended-as part of the official natienal sceounts. .

(h) With moneyflow accounis _ . .

The moneyflow estimates of both Professor Copeland and of the
Federa] Ressrve Bosyd include partial mational and sector balance
sheets as they carry information on the amount of claims of different
type held by each sector and on the amownts of liabilities owned by
them. The moneyfow siudies thus lack on the asset side figares for
the stock of tangtble sssets and for holdings of corporate s and
on the other side data on corporate stock imsued and nat worth for
complete sectoral or national sheats.

(o) Wilh input-output statemonts
The input-output statements for the United States that have been
published, 1, a., that of Professor Leontief for the vesrs 1919, 1920,
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and 1989 and: that of Burean of Labor Statistics for'the year 19£7,
have no specific connaction with balance sheets of wealth statements.
In all these cnses, the square matrixes that constitate the core of the
input-output. studies, are limited to flows betwéen sectors during one
year and make ne distinction between current, flows and flows on cap-
1tal aceount. Hence, while the matrixes indicate the amounts of goods
angd services that are sujplied in me_givant'ldll)eriud by each of the dif-
fevent sectors distinguished to prodice sach dollai or unit-output in
every sector, they give noe indication of the stocks of durable goods
and inventories, or of the amounts of fized assets acquired during
the period, that are associated with sach dollar, or unit, of output.

Atternpts have recently. been made to include in the inpui-outpui
matriges the requirements for capital goods and inventories per
monetary or physicsl uhit of output of the different gectors: It is
too early to say whether these attempts, which involve the méreduc-
tion of something Jike cnpital-ouiput ratios into them, will be sue-
cassfol and will become a regular feature of future matrixes, If this
should be the case, a fairly close relation, of course, would be estab-
lished between input-output studies and balance sheets and wealth
statemenits; and it might be ezpected that the mere detniled work
on capital stock and eapital expenditures of individual industries that
would have to accompany this working out of hlputruut]iut maokrixes
would produce information availablefor a fAner industrial breakdown
of the estimates of tangible assets in the natiomal balxnce sheets and
wealth statements. . :

. 5, RECOMAMENDATIONS

At the present time, the main gaps in the information aveilable
for national balance sheet estimates mmay be summatized as follows,
assuming that what is desived is »_rezsonably detailed and reliabla
statement for the same sectors which are being congidered saparately
for the national incoms and product sceounts: :

ﬂ(j::} Absence of census-type figures for the value of all residential
real estate, or at least for sin%le family homes, that can be used as
a checlt against the perpetnal inventory figures. At present such
figures are provided by the cenaug of housing only for owner-occupied
homes and the fignres ure available for no Inter dute than 1950, - .

(&) Lack of any benchmark for the current value of nonresidential
real estate. A stndy now underway at the Burean of the Census,
which tries to divide asseszed valuations by type of propecty and
aftampts to establish from independent data typieal relationships
between market and ageezsed valnes will constitute a first step in this
direction, . :

(0) Absence of information on the distribution of ownership of
nonresidential real estate amonyg the different sectors, particularly as
between corporations, unincorpornated business nnd nonprofit insti-
tations. While such data sre not required for a national balance sheat
or wenalth statement they are essential for sectoral balance sheets.

{d) Insufiicient information on actual lives of structores and of
producer durables. The nbsence of these data makes the perpetual in-

1 Thare decrtiien b linva baen diseomed o soins detail in ch, X111
Ber, & @, B XN firoaze. The Structars of l!aﬁiml in Btodies 1o the Strueture of tha
Amuerican Economy, Theoretical ond Empjrioe]l Ixploratigng In Inpat-{hmimut Annlyels,
odlted by T, Toontlal, Oxford Telversity Presy, 1054, :
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ventory estimates. which are derived from tha-cmulaﬁun_-pf-&alslmqi-.
ated .original capital expenditures on the basis of sssumed lives,
usugplly taken-from bulletin F of the Intexnal Revenue Service, last
mﬂmgmm:bhana_dmadaago, rather precariows, . .. ... -

e} .Lack of comprehensive estimates of ths current market valoe

of Imown or presumed snbsoil assets and of forest Iand. .

&q Absence of & benchmark for the yalue of Government structures
and, less sag;‘ns, pmﬂm‘,dmh%&q&%t owned by the b{ggé
ernment. - imporiant step to re ¢ deficiency. is now bel
taken by the Committés on vamment Operations, bt the day when
coraprehencgive and congigtent valuations of ail assets of the Federal
Government will be available still seems to be saveral years off.!

'{g) Estimate of .market valne of foreign investments. At the
present time only book values are available in the case of direct inwest-
ments.and they necessarily often differ considersbly from current
valuations. _ : . :

{%) Absence of any consistent and comprehensive information on
the value of tangible assets of State and local governments, . -

{#) Lack of a comprehensive and consistent balancs ghest. for un-
ineorporated business enterprises, At the present time practically
the only available data are limited to the.tabylations of balance sheéts
of gartnerships submitied with their tax returns which is now heing
‘undertalcen on g biannual bagiz hy the Internal Revenue Service. The
searcity of reliable information on the diffarent items of assete and
lirbilities of unincorporated business is probably the most important
single factor preventing a considerable improvement in the guality
of our national balance aheet.

Az practically every item in the rough national wealth statement
and belares sheet-that is now available is susceptible to. improvement
and most of the important gaps in information have just been listed,
there is not much poiné in making specific recommendations. What is
possibly appropriate is an expression of the committes’s vieis rogard-
mg work in thia field over the next few years, - o

The committee feels that as part of a long-range program of im-
provement and expansion ¢f our system of nationa) accounts the de-
valopmeant of comprehensive ond consistent national and sectorzl bal-
snca sheets on a reguolar periodie (if possible annual) basis shouid be
teken in hand assoon as feasible. - -

The commities, howaver, recognizes that there are still so many un-
resolved conceptual problems in this fleld and that the estimates are
in mony cases necessarily still so rough that the next step should not’
he the immediate attempt by o Government agency to develop balance
sheets or even national wealth statemenis. It seems to the commit-
tee that this is the field for a thorough study, exploratory and experi-
mental in part, possibly by one of our private ressarch institutions
Such a study would probably require an intensive affort over several
years. It might be expected to result in, first, the development of
superior mathodes of estimation and in improve-:?l actwal sstimates for
many types of nssets nnd liabilities; and, secondly, in n concrete plan
for the coliection of data in fields where only a Government agency is
likely to secure the necessary. information. After such a prepnra-
tory stady the time will probably have utrived for one of the statie-

» e dlscursien n ch, VIL, me. B,
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-ﬁsal_?wcim of the Federal Government to take over the preparca-
tion of periodic national and sectoral balanee sheefs as 4 regolar fen-
© ture, inteprated, of course, with othar parts of the national aeconnts,
T?an' on this breader and mere intengive project, however, shonld
not interfere with the devélopment by the Nutional Income Division
of their rough estimates of the value of some components of the stock
of durable reproducible assets, particularly those components that are
necessary for introduncing depreciation sllowances into the natiomal
accounts (e, g., Government structurés and consumer durables) or
Earu:ndmg alternative depreciation allowances on a replacement cost
sis (private structures and producer durables}). = -

Cuaprer XV, Tux Crausksce or ELECTRONIC ACCOUNTING

The committee hns not made more than a enrsory ingm into the
potentialities that electrénie recounting Lolds ior the national accounts
a3 for many other fields of economic sfatistics. This neglect does not
mean that In the committee’s view the introduction on a Iarge scale of
- alectronic aceounticg in business and government, which may be ex-
to take place over the next 5 to 10 years, though it may take
ecades to he developed fully, does not have very important implica-
tions for national accounting, @uite on the contrary, the challenges
and the ]iiomisa of electronic accounting for the national accounts ave
so great that only o group of axperts mncentratin&:he_ir attention oi
this field ean, the cormmittes believes, do justice to the problem. . .

The comnmities, however, fesls justified in making two observations.
First, once electronic acconntingis adopted by a substantial proportion
of large business and ernmental organizationz—and by meons of
sarvice contraets pomilﬁgvv:lm by medinm-sized business enterprises—
it witl become possible to cbtain certain types of eeonomic information
crucial for the national rccounts, as well as for other purposes, with a
speed and i detail difficult to visualize under present methods. This
spplies, in the national accowiting field, Frmm.rl dyl to data on

ases, sales, inventories, payrolls, eapital ex itures, and liquid
aseets, The speadap of the data, vedneing the lag of their availability
bshind the close of nmmml.m? pericd to not more than a few days
will be of particalar importance for national accounts for quarters and
shorier periods. The availability of additional detail in the form of
classifications of transactions by commodity and by type and location
of buyer and seller, will alse be very imporiamt in improving the
annual national accounis and in demlapiﬂlg regional accounts.

Secondly, many of the potentialities of eiectronic acconnting for the
national aecounts will be realized only if thought is given zoon io how
best to take advantage of the new data-processing equipment. This
involves matters such as the inclusion in the elecironic accounting sys-
ten of items of special interest for the national accounts and wniform-
ity in coding (ot at least srrangements under which codes used by
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different systems of electroni¢ aceounting or by different enterprises
ean be translated into each other).t o '

The internal recordkeeping of business and government organiza-
tions with few exceptions—snch as the census stofistics—will always
remain the main justification for the intreduction and development
of elertronic aceounting systems. What iz needed is so to arrange
matters that the statisties for the national aceounts and other statis-
tical prﬂams ars furnished as far as possible as a byproduct of thesa
normal bookkeeping processes,  For this reason the coramitiee hopes
and urges that an intensive study of the impact of electronie aceount-
ing on the national secounts and of the fitting of national acecountin
data into ﬂm_d&velnpir% electronic aceounting systems will be sta.
ns soon as possible. This should be a cooperstive underiaking of
magnative econgmusts, stafisticlans, accountanis, management ex-
perts, and slectronic engineers. . The problem of standardization of

uipment, proceduores, and codes will probably be high on the agenda
of such a group stedy. : _ '

1 Gini oXn wlil illostzate what ls mennt. Thara it & Iudr chance that within a Tew
yearn a zube Tﬁi‘al t-lu]:inrtilm M“&algiuinam bundk;l -&u“mauw ﬂi"&'ﬁ'ﬁ"i b:;mﬂnh'mhgc
LCEayL w nvglve a a4 Co nembex a I & nomber
!;ﬁtln.blr ﬁ be loprinted 14 oo psetic luk‘uu all chetky sv that 1t can be tead Antvmatically

oto the tapes wideh form the Dusla of the electronde noccuntng system.  If vanke cam be
foduced. Bo add 4 obe t code to the acobied zumber thus sikksilriag depositors lnth
broag opa—eorrespanding to gectors in the natlonal arcgpoting syetem auch 08 hoosre-
holds, BAtir, SOCporationg, fnd GniheneDorated. FuBioess entarpTises, nonpredt ot Hitens,
povernment, And forelensre—it will ba posaible to produce mgﬁsmpth'. ot Tery modemmbe
ndditlonal coat to the banks, defailed monthiy o eval wWeskly B Hes of ialanees deblis,
and cradits which will be of grent velue ¥or the naticnal scconnts bot for many
other delds of mogetnry and economle analyais and polley. .
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APPENDIXES

APPENDIX A

" TLreTRATIVE TARLES FPOR SYSTEM OF NATIONAL AOCCUNTS

(Ch'V)

The actual data in tables A-1 through A—ﬁ are the National Income

THvision's eahmu.tas for 1053,

Asg indicated in chapter V of the re ‘fcu-tr the exact urrungement of

the tables, partiounlarly the number an

content of columns and rows,

is tentative and is not to be regarded e specific rﬁnﬂlﬂmmﬂﬂt.lﬂn by

R
L]
~q
=]

the committes.
TApLE A-1—Graes mtﬁmat fneome ard sgrﬂdﬂﬂ nmoount for ile Tadiled Hialer,
I
. [Tn billions]
1. Payments by producing nnite to individuals ———
() Cnmpensation of employees ——— -_—

(1) Enterprise emploFees .
{2} Government eMPlOFees — oo e
(6} Interest -
(¢} Divldends. —— : ——————
(4) Entrepreneacial ineoboe: ———

{2) Bental 1ocoie,

(2] meeaslnnn_l IO e e e e e - ......... }

{4} Ocher income of unincerporated enteyprises_ ... ..

{x) Smted valve. ..

(8} Inventory and depreciatlon valustlon né-

Jostment

{£} Buglnegg transfer paymentsa _— -

2, Income retaized by prodocing nnits. —_—

[u] Capitnl comsmmpelon__: J—
(1) Depreclation - -
(z} Private emberprises
(&) Public eoterprises : _——
{2) Depreciation w.luat[u:n adjustment . o ...
(3) Retained enrninge —
{1} Yndlsirivnied prodis” ——
- (2] Inventory and depreciation velnation adhmmment '
2. Tex and Income payments by prodoclag to Government . ___
{#) Corporate profits tax
(d) Proparcty taxes_ —— _— ——— _—
{03} Commodity and trausactioh tATes
(d) Licetses, fets, and other husiness thkes —
(e) Intereat and Qividends received by Government.. . —.. ...
{f) Carrent zurplos of Goveroment enberprises_
4, Minps subsidies amd Government dnberest . o e e mm e ————
) (o) Subsidies
(b} Goverhment interest : -
U. Btatisticnl discrepaacy. :

g:

Lt
e
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pa, s ppBebPlepe, BNE8.L BB 2R,

Giroas naticnal income

4. 9

:&gi uptmant for eapital guin or e ¢n veloation of invesinclea and/er deprotiniion.

corpurate prodts before u:: {agm of 1 ), 2 (&), amd & {a)], :BD.i
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TibLE A-1—Gross sotional income end produst aocowmt for the Euﬂm: Blater,

ek = B ARSORn

1858—Continaed
{In bilione)
&Gonmmarn’expandimrumgmdsuﬂmﬂm' F2204
(a) Food o
i) Ol.othing ' 24,8
(c) Other 127.8
T, Goverhment expenﬁiu:ra- on-goods Al mﬂeeﬂ 1.2
(e} Services : . - a4
(¥} Gooda___. - 3 5. 8
&, Gross expenditnres on prudunera’ durabie gc-nﬂs: - BLG
{a) Private enterprises —— 4.8
{1:; E:fmf" 'I : ﬁi
(5) Publle enterprizes LT
(1) Federal -
(2} State and Lieat__ 1.5
. Net change in producing anits’ invant.orias- L5
1%, Exporis — 2L.8
() Merchawdise 16.5
1% Bhippiog, toorism, eic 29
(¢) Labor and peopetty incotne 1.8
400
11. Minna fmports . : _— 16 &
(3] Merchandige . 1.0
{¥) Eblppiog, touriem, ete - b0
{¢) Lakr and properiy incoume- )
_ Gross national product. 864, &
Tinly A-2—Prraosel weeme ond outlog acoorst Jor the aited Riates, 1955
: [In biiloma)

1. Qensumers” expendibares on goods and services. — 200 6
fa) Fpod . 7.2
(). Clolbinx i 248
. {e] Oibwr L5
2. Tax paymentd by individnals. _— 4 &
(x] Income tazes 3.5
{4} Total social insurabes contributicng 8T
{0} Peon, fines, personal property, 6nd other iasen 5.4
3. Transfer payments by Individuals to abrosd_ — B
4. Pergonal aaviog e 15.4
Pergonel outlay £nd anving._ —— 200, 3
5. Payments by producing uolia to tadividvalg.ae .o 2716
{2} Compensation of smuOFees i -— 2.1
(1) Enterprise employess: .7
(2) Government employess, 814

(&) Inferest i 18

() Divldends, - a,

{d) Hnirepreneurial income. 44,

{1} Farm locome. 12,

(2} Regtel income . 10

(3) Professlonal [ooome } 9

{4) Other !pcome of ynincorporabed soberprises .

{¢} Btited valoe : 24,

{3 Inventery and depreclation valuation a2d-

Justment —i

(e) Busivess transfer parments L

€. Transfer payments by Government to individaals. 1

7. Trapsfer payments irom abread to indlvlduaks L]

Pepaomzl indomé M. B
1 Ajubtment for capltal gidb br loak on veloation of loventoriad and/or dapraciation.
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TarLs H-Tmm‘ recelpis end owiloy oooonnd for the United Slates, 1952

[ Xy DIl Hpmes ]
i Gﬂ-.runmant expenditores oo geeds sod services. : 7.2
(®) Services_ , 2.4
By Goods : e . a0 8
2. Hubsidies and dovernment lntemai M T4
{o) Enbaidies = .2
: (%} Government Interest —— T
2. Transler payments by Government to individuale__ 12.4
4. Transfer payments by Gevernment to almmd ¥ . B3
B. Gmrnment surplus-----_h _— - —4. 8
dorernment cutiay awd smrplus, #.]
0. Tax and income payments by prodnul‘.ng units to Government. . - Gd.d
(&) Corporate profits tax - X 21.1
{#) Proparty taTes i mmmmmm——— 5.1.
{¢} Commedity snd ransaciions taxes. 16.9
{2} Licenses, foea amd other bmsinesa taxen 41
(&) Interest and dividends received by Govertwnent o oooo-o — i
{r} Durrent earplos of Government anterprizses -8
7. Tax peyments by individuals 41. 8
(2} Incomne tazes 525
{0} Tobal sccdal inaprance contribntfons. 87
{¢) TFees, Anes, personal roperty, and other taxes. .. __ o ——— 23
8, Tranefer payments to Government feom abrosd ——— : : .1
Government. reralpts i i o i e 9.1
TABLE A-d4—Foreipn frade and poymests cocownl for the Uniled Hioies, 1958
In BlBons
1. Exports_ — : : - $21. 8
{n] Merchandise 14 &
} Ehipping, tourism, ebo__. .8
{o) Labor and property ibcome.... . 1.9
2. Transfer payments by individunls from [ e 0
4. Tranafer parments to Goveramrent from abrond e e -1
4. Net borrowing from abrogd. . - 1B
Recelpta from abroad. . =2
& Imports e - - 18. £
{6} Merchandise - 11.0
(b} Shipping tourism, #0 eeeee - B0
(¢} Labor and property knooma - - .5
6 Transfer parmentz Irom individualz to abroad B
T. Tranefer peymente from Government to abroad - -- 4.2
Paymetita fo shromd e m——————— e ————— 982
TAmLE A-B—GFroes sqviny and (mvesinent sdoounl for fhe United Siales, I05F
{Im dlens]
1. Grosz exponditoror on produesrz’ Jurables 51, 5
(o} Frivate enberprlatl e e e e e e ——————— ———_— 4% B
{1) Constreetion cmm e e e e ———— e 20
{2} Bgoipment . 4.4
ib) Pnﬂ{i&}entem‘im 1.;
(2) Btate and local 1.5
2 ‘Net change io. pradeolng wnits’ [nventorien — - LG
Gross domestle investment - —— 0.1
L Persenal soving - 164
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TABIE A-D—Froit Joving ard fnveatsrent aomound For the Twdled Siaiex,
I988—Clontinoed

[In billioos)

Llnmmrebainedbrprnduelngnmm 806
{0} Capital 38, &
{1} ﬁon 7.2
(@) Erivate enterprisea... a2

) : “{d) Publle enterprises, ; 4}
Dapreeintlml revaluaklon ;ﬂjnﬁhmm:it '----------._.__. A
(¥]] Retnined eATAIngS. Cxq
: {1} Undistcibtted profiz B #
(2) Iaventery and depreciation valuaticn adjnstmgnm‘.._ iy, B
5. Qovernment eurplus_. -4 8
4. Net borrowiog from abroad — 1.9
T. Statisticsl dkerepancy 1.4

. {Arose gaving. - . 8.1
I Adjestvoent Tor capital gain or Joss om valuaton of Inventorien and/or depreciatlon,
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TABRLE A= w-Porgonal tncome.donpinl by tnglidutionel yeoiors
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TARLE A-10.—Infernationnl current poyments Dy oobntéry ind commodity

Eupiria of menphond je;
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TARCE A-11—Soting ond incestment by indusirial gector

all
=
T, Agreonlfurt
% Contract toostrk-
thn

2 Mining

e qixleal e raamime e osnn : N Y IO i N I I
Trucks, buses, andE—uum..---..,...,._........... SR SO0 [ PO NN AP R -

ATE. oy canasmnan s

HAalirnd o Fodns. [ ————— | T
qunmr rmnlfzed —

hmmmr andd.epremtlunm]mum"md
Mt honuwm.::::ZIIZ::::ZI:: NN 90 S e I P I A I

Taba? favinl dttd Bt BAETOR-ANE . covv o civrraecmafanenfon[anfrucafan B i I o [ A B o

1Adfogtment; e caplinl gain and laeg oo valoation of Invmborkes and for dapreckition.
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TABLE A-T12 —Hiock 0f reproducidle poods by indutirial degior
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Tanrx A-18—Obaxpes {n aireld and Hobilitier by inrtitudionad sector
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TABEE A-T¢.—A 506t end Hobfitties by tepifiutional secior
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APPENDIX B
InvusTRative QuakteRLY IncoMe axD Provoor Tasies (Cu. VIO

Ag indicated in chapter VIII of the report, the exact arrangement
of the tables is tentative and is not to ba regaarded a3 a specific recom-
men<ation by the committee,

TARLE B-1.—Gr05k naficnol preduct or ecpendiiurg

Gross natlopal prodack
FPersonal-consumption expemditnres :
Iinrable goods:
Auntos and parts
Fornittre and honsahold eqoipment
MNoneudurable geods ;
Clothicg snd shoes
Food atd aleobiolic beverages
Gagoline aud ol
Zarviesg:

Hougehiold operation
Hopsdng
Trangportation

1 Tand lociodes ftoms oot abown separatalr.
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Tawram B—l.—ﬂrgmn wa Honal grodyol or eapendityra—Continned
Gross private domastic Investment ;

New constroetion: :
‘Pesidential nonfarm )
Todustrlal {inclndiog Wﬂ.I'E]lﬂ'ﬂEE, ﬂﬂice ntlity) .
Form, commerdal, nonprofit, ather .
Producers’ durable wnépment :
Commodity producing and pacskaging
Autos and frucks :
Qther tranzportation and conatruetion eqniviment
Power gencraling, transmlzaion, and unmmhni(-.ation
Farm, commercial, other
Chenga in hnginess fnventurr+
Farin

Nonfarm )
dovernmant purchasas of goode and services;
Feferal, total
Hational secuzity, total:
Copsteroefion
Equipment

Enquipment
Services
T#%3 government sales
State and local, total:
Constraetion

Eguipmment
Bervices

Net foreign batapce on cayrent account:
Merchandtee trade;

Imports
Serviees and proparty income:
Becelpta
Payments
TABLE B=2 —Titeome ond prideol relziions
QOrosa national product .

éaplul-cmumpuon allowaness
Indirect business taxean

Plins : Subuidies
Equalg : Natonal income
Liig

Corporate profiiz and hventory amd depreciaticn yelnation adjustment
Clontribationg for Rootal Insnrancs !
Emploper

Employea
Bl Exceas of wage accraals over djabmamanm
ag:
Govermment tranafer payments
ot interest patd by Goverpment
Dividendn
Fusiness transfaer pryments |
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- Tapre B-2-—Incoms and produce relstions—Continned -

Fauoals
ﬂummdﬂmutpmmalhma
“'Wage and galary dishursements, total (net of social-secuzity mntrﬂmum]
Commeility-prodacing industries .
Tuatribantive Industrica
Servica indmririax
{ther 1abor inciame

Froprietots ::-Ilﬂ ﬁrﬁt:lﬂ Iveowse i[nel: of mtmﬂtr mntrlhuﬂw and
nventory valua fustment) :
profesaianal

Business and

Farm

Rental income of persons
Peareonal interest Inceme aud divideods
Tranafer payments

TARTE B=3.—d linoaiion of avaliadis funis
Diaposltion of parsonal income - '
‘I‘Iglpnrmalmm

fﬂrﬂﬁnﬂlt&xandmntnxpnmwu:
Federal

Stade a0d loral
Eg,;alu Dmmamanurmﬂimome

*

Paraonal
Net branafyrs to abroad
usle: Fersmal gaving
of corporate

ﬂurpomu pmﬂhmmwntowand depreciation valuatlon udj’uat:mnt
Ligm : Inventory and deprecdaton valoation sdjnatment
. Eqmla Corporate profits before tax
Leag : Corporats profis tax Eability
Equnlu Corprrate profdits after tax

(mansuinhmk vnluao:!un-momt& inventorics

Equnln Met unrpmnteanﬂn:

FPlus : Corporate uﬂhl—mmmpﬁnnﬂhwm

Egmals ; Groas corporats mving

Fﬁdﬂp% Ciorernment transsciions on Income and produoct :mmt
Inddividual Income tax

‘Mot capital teangfers to Guvarnment enterprises
Transfer payments to indivkivale
Nat transfera to abroad

Equala;: Govemmend sarplos o deflckt



173

NWATIONAL ETOONOMIC ACCOUNTS

AT =3 LRy —1 LRl g—g LERE R TR I S0 N—"E XA ‘IO AU Mg 1 1
................................ [ ] n 1 u L ot L = oo —sooosss—tos sooogayeriy AfNabD patemfpany, |-y
o ¥ E it 1 kL 6l . i or 21 I I ~= "gra) o |0 morleTnea de (e |
o 4 £ 2% L K o & ] T £l o Ko Jo SpeipED ayiegp |
i £ £ FI 51 4L L1 i1 2 ] [ I S e Jospemitie mmieg |
........ = I i W | L] o b ) BT BL L Ll r. === L aeiannh "FII00CHE AQE-SHMMIT U] BAIRSRY] TR0 B
5 B ] I 51 £ 1! £ [V 4 14 21 a1 “—-— g P TUNMITON O TS [ LASDPAT A9 ST (e ey
" I 1] i o I Zl ¥ r+] [:]} ir 1 r“!H--..i.ﬂn_m. IR0 O] N IRy igﬂﬂn.ﬁﬂﬂuﬁnﬂnﬁ.

4 it A g i = o g &® 61 2 [ -éﬂﬁﬂwasqﬂﬂaﬁﬂﬂn -
................................ 1 1z 1] & oL -3 iy ] AIRRNG “ottioed A =D |- (o) §
........ === B cemree U (-4 ¥ T 14 L H 'l waEet T e =R UHDO D DT 9 npoid [T HYT AfgItepg o
Boof ol b 1B 18 B |3 |8 18 J& [} [ponsomIssemoea s oo dionh Sharecs pomossog |- oor 5
A A L A | A A A Hﬂnﬁmmm@mwﬁmﬁm.ﬂ.ﬁaag TR
] Fl 1 2 1% Tk I ] [ n 1 -2 il A ‘mypTed e Joee N
|43 1) Fy [ L ;] B . [ 18 8L IE 9 kil gnﬁ—ﬁl ﬂﬂnggﬂﬁgiﬁgﬂ. =
% ¢ d « s = = ' a = & g -Wﬂn (IO ReAnGG T TR RO %H ...... (LI ]
i - 2 " % g FI ] H % £t 1 SLETG N0 OIR §278 TR TOLSRRRY |7 TR
] B 7 [ il £ B i £l % Bl 0 YT YR SR8 WopRidey [ I
i ] 3 £ ] ] o el ] i [ o =" ArWEOny Ay LUy v SRR |
8 12 ¥ 1y T 1 = " H 1 € . | Tmrmmnnenmnnne e SO PO Saprgiind £q R0RMY Bnpeay [T
ok 1 I " 1] 1 BG L 1 1 [N - I it APCAMUMGA [0 A1 £ MIGEMD e}
m ...nm. w ﬁ ﬁ ﬁ m M Mm m.— “ .m ......... Egﬂzﬂﬁﬂi Loty s HH...H.
3| o L] T e = [ ) A | H ” L - . 7 EOMp B g ....... 1

o nug may .\\\

=ik b b ¥ =t 0 N vrd a o x

ob | By N *N Frpwyrtd

: SO |
(hopmy) Lapmodwiag (8) Splpqanep sung (L) e ymy (1}

“MOMSHND 10 JUamros v T

popaodess ot LHqUME S04 EY 1) PR S01EOD S} J0 TING ATY US0LAEY S0P 94 ‘2tnjon § o dnoad qeeaacg 19 Sydea o aequn T
(5} spmunayiond oausl o) sesidas [ BAEDIRQOL — T~ TIAV],

FEEIVN ROLISEOE) OL EIriddy]
O XIANAIIY


http://oga.Ma.oat

DER

NATIONAL EBCONOMIC ACCOUNTS

- e |
™ i

] a2 paﬁwunuﬁﬁzﬁnzu_sﬁﬂﬁg HEHJ:HEREEE Qv 0
¢ ¥ ﬁﬁaﬂsnﬁ
£ L7 e SIS _—.___.:.qq

’E-
e

na
1) AL R fhie ] un._..._.ﬂsﬂ .mx.m.in n3 [feLw

Papeohing | <m0 ms | pementan

0y -

© PONUREO—(2D) s4routesend fomel 61 easpded [0 BONOMQEL— 1)) WLV,

174



NATIONAT, ECONOMIC ACCOUNTS 175

Tapre O-2—Pabuictton replicr to regional qrestionnaire (98)

Number of replles 26 For eash groun of 4 colnmng, the differenca hatween
tha“?mn!ﬂmenhiwa:nﬂmiathsmbezwho reaponded with p comovent or
(question. .

{1} Pack pand ) Pobus desicabitity

Gromtlon .
o, : Hlo|w | |w|a]lr]| m

Emmmawwuamﬂmmhumwwhr

=

o ESITTE e B
il
i
gi
[ -]
v wBal b
E Euar Ra
‘w uuuu.gi:ﬁh
- TN M e
- q=;= BE =
auSs Em =
[LRTT L -Q.A

-
-

"

(=]
-
E
L)
-

J natl ATk, -!

1 8w exhibit O
Norg—N—i¥ot af all; O—0eagonplly; F—Frequendy;: A—Ameally; Q—GQuartehy,

Em:nm! ﬂ—l;—ﬂﬂ#pﬂﬂwﬁ ta genergl gitariionpaire (Q2)

Name ord orpondoutiss

Willizm I. Abrabam, Statkstical Dffice, United Matlong

Thomas B. Atkdnson, Federsl Regarve Bank of Aflants

Solomon Barkin, Textile Workers Tnion of America

Harold Barger, National Bureay of Eronomic Resesrch

Ealph H. Bergmann, United Rubbsr, Cork. Limtwm and Pluatke Worlters of
Ameoricp

Abram Berg=on, Harvard University

Willinnn A Berridge, Metropolitan Life Insuta s Co.

8. E. Botsfaord, Btandard 1 Qompany of Indisne

Dean Bewman, Crown Zellarbach Co.

{harley T. Broderick, The Lehmsn Qorp. |

Gtis Brabaker, United Steslworkera of Ameriea

MBdward Bodd, Tale Universliy

Jacob Cohen, Bowling Green State Unlversicy

Milez L. Oolead, eotrnltant

Wilktam Cooper, Orrnegle Instlitote of Technology

Morriz Copeland, Cornell Univexsity

Andrew Qourt, General Motprs Gorp.

Danlel Cresmer, Interdeperiniental Committes on I.H:rw Incomes

Leonard Crnm, Tniversity of Qalitornts

Tohn O. Dawson, Brookinas Institution .

Casrge Garry, Fedaral Reserve Bank of Now Tork

Woolrow 1. Ginsburg, United Automobile, Alrcratt, and Agrigaltoral Implement
Workerd of Amerjen

Mathan Goldioger, AFL-CIO

Hrereit Haren, Massachysetts Inatitnte of Technglogy

George P. Hitchings, Ford Motsr Oo,

BEdgar M, Hoover, Harvard Unlverslty

Arng Johnson, J. Waltet Thompaon Co.

Franrls Q. Jooas, Green Glant (o,

Lezter 8. Eallogg, Deare & Ca.

Edmund Bt Eing, Bastoan Eodak Oo.

Irving B. Kravie, Whirton Behaa! of Finapee and Commeroe

David Laszgar, Hlecirical, Badio, ond Machine Workers Internatonal Union

Wasaily Leontef, Harvard Universlty

Johm P. Lewls, University of Indiana

Wegley Eéndow, Trvlug Trast Co.

451877 0—88——12
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Bx pupir E'-—:l.-_a_—.llupwdenla to gensval guegtionngire (QF)—Continaed

Name and orosnica Hon
Jobn Lintoer, Harvard Universliy
Ta-Ohmng Lin, Ynkerns tohn] Monetaty Flmd
A, G, Matamoros, Armatrong Oork Ca,
Sracy Mar, International Basie Economy CoTp.
Wiayne L. McMillin, Guaranty Trnet {lomplllaf of New Xork
Muorris Mendelson, Wetionat Burean of Economic Eesearch
Jaman Morgan, University of Michignm
Ragner P, Noees, Noass & Thomas
Robert R, Nathan, Robert B. Nathar Assocdates
Huna P, Neloger, New School for Sociel Rmn:h
Harry Oshlma, Stanford University
Margaret 3. Beid, Dndverslty of Chicagoe
Harpld M. Bldmn, United States Steel Corp.
Arthur Bosenbaum, Saars, Rosbnek & Oa.
Muorray Shielde, MacEay: B Angociates -
Walter B. ftark, Loomls, Sayles & Co.
William mm:lgne, Jewel Tea o, Inc,
Arthyr B- Upgren,

Dartmonth College
Merehil A, Watson, Natonal Bhos MAnntaeturers Amsoclation’
Hans A, Widenmann, Carl M, Loch, Rhoades & Co.
John I, Wison Chaps Manhatian Bank
Ashley O, Wrlght, Standard OdI Compaay of New Jersey
Wilkon Wright, Procter & Gamble Co. .
Jaling Wyler, New Bebhool for Enﬂlﬂlﬂmrgb
{2 not Identified. )

ExErRrT O-2.—Respondonts to firet gueationnairs (Q1)

Nome and orocnézabion
Willian F, Butler, (hass Manhatian Bapk
Morrin Cohen, Natlonal Indastrial Gon.ferme Board
Lonlee M. Cusley, Emﬂlhr. Etsvm & (lark
Edward F. Dealzon, Commities on Bconomie Derelwment
Dooglaa Greenwald, MeGraw-HIL Fablishing Oo.
Joseph B. Hubm Tuoited Bervice Gorp.
Bobert E. Lewls, Firat Natlonel Clixy Bank of New York
Tjalling (. Esopmans, Tale Unireralty
Todd May, Fartone

. Gordon W. MeEKinley, Prodentiat Life Insnrance Oo.
Philip M. Rits, (onference om, Beonomlc Progress
David B. Rogwell, Croe, Pomesry & Colnpany, Toe
Eh'IcEchjﬂ,Hachin amd Allted Prodnets Tustitnte
Willizm Shaw, E I dn Paat d¢ Nemours & Co.

Rxamere G-B.—Rmtmlenu to repionsl (uediionnaire (Q2)

Natte sud afmﬂlm
Wealey C. Ballaine, Univeralty of Uragm
Eari B Bopp, Pedera? Regerva Banlk of Philadelphia
Lyndon 0. Erown; Dancer-FiizgeraM-Bamyde, Ine,
Reavls Cox, University of Pepnaylvania )
Addison T, Gutlar, Faderal Reserve Bank of Cleveland
Richard W, draves, Indiana University
Frank A, Henng, Duke Univeralty
Qoria Hile, Board of Governers of Federal Reservo Sygiem
Werner Hochwrald, Washington University
Gordon A. Hustles. Seott Paper Oo.
George B. Burll, University of Porida
Walter Izard, Tnlversity of Pannsylvania
Frapk L. Kifner, Dolversity of Callformia
Thrmas G.Hmﬂwnn. Fireatome Tire & Bobber. Co.
Rdwin Manafleld, Carnegle Institute of Techna
{lordon W. McEnley, Prudential Lite Ingnrance
Henry B. Moors, University of Alabama
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Exatsir -3 —Respondonts £o reglioncl quosrtolungire (03} —Continued

: Noma and orgepirgiion
Franklin L. Persons, Foderal Roeerve Hank of Minneapolla
Harvey Perloff, Bosources for the Future, Inc,
Eurl L. Runber, Federal Ressrve Bank of Atlanta
Vergll D, Reed, J. Waltsxr Thompain Co,
Morgan B, Hira, Federal Ragerve Bank of Dallas
H. M. Bidlon, Tolted States Steel Corp.
Thomak I. Storrs, Faderal Regscrva Bank of Kichmond -
* (lsrence W. Tow, Federal Reserve Bank of Kansaa ity
iver P. Whesler, Pederal Regerva Bank of San Francisco

ExH1ear C-4.—Feueral gueaonnsire [QS:_I_, Natignal Accounts Beview Commitiees
QUEETTON K ATRE
Namne and organization (optonsl)

The follswing are amony the changes fn or extenslons of the natloval acconnts
wilch hava been recommended moat frequently.

In colutin (1) pleaxs lndicate by the & te grmbol whethar In previous
werk Fou have felt g need for {he Indicated informatien ;
Hntnttl}—-l'l_o .

lﬁgumﬂy-—l‘
In colminp {2) pleas indicats hr the appropriate smymhel whether you would
use this information In the faivre

Mot ni all—N : :

Qecaaion ally=—=C

Framenily—F

If you wenld ase the Information, plesse Indicate 1o ¢plumn -(3) by the appro-

printe gyinbol whether ahemnl oe qnnrtarlr Humum or hth would b eub-
atuntlinllx wore teatal. .

Anngil—i ’

Quarterly—i0
Arnigl and quarterly—A, Q
If you harva oo oplnlon on & edgpested ehan.gt, Planss Ian*lm all solomng bianl,

N Pur . taxdrgn Freguancy
: wied  biuy  igiming)
b wm . m
E Pormonal scpsumption expandicures:
& Add mfurmat{nn on inventories of consnmer

b ﬁm im%ov&d sllocation betwesn conRuMers
usiness of expentljt.urea for eertain

A-f tatbrmation on imputstions ncluded in
the sabivnates po that they cnn be alimiosted
by users if 5o desimd. (Plzsse list the spe-
aific ifgms desired, if any.)

2, Gross private domeatic inyestment:
B Add a ulmlﬁmﬁnn nt pmdunern dursbile
S asaiftontion, ot produoes
b, Ad [a. ol al':mrnahg pmn:l;maés durable
ulpmen indus
o A.dc? mpi!-.ﬁivlmo{ of nhnngég in imreiburiﬁ by
induetry.  [Plenze spa
d. Add depreciation aatm:u
i. Jn replaoement cost basis,
i, Cu declining balanca basla.
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Fol
ot
L

Frger
dexka.  Froftesoy
Wiy Gtming)
i m
3. Goveroment: | _
8. Fredent resoncilistion of MNID -conaslidated
Covernment reu:iﬂ:ta and sxpenditures pe-
conab for PFeds Clovernment with' the
eonvantional and ¢ash budgets,
b. M:ld classification of Governpent -purchascs
and gerviees into surrent and onpi-
t-a.l expanditures,
¢, Add ulﬂmiﬂunt.iun of Government surtent ex-
of axpenditura for the

ﬂllorwing t ]
4. Personal inoome mdyﬁenmtm amunt'
8, Bhow. Informetion for households separately
. irom other trapasctors.
b. Ehow sspacate information for the following
: other groups l}f iransaclors;
5. Peraonai saving:
a. Add guarterly eﬁhm’m o0 A hahma—theat
busis (88 in tahle 6 of NWatioonl Ineome).
k. Show msparate Informatlon for transsctors
otly intluded in personal-savicg total.
l(:.ﬁmm gpecify transactors f5r whish infor-
matian ia -:lﬂ[ml )]
6. Estimste {INF and prineipal eomponents on =
monthly basia.
7. Copatant-dallar serisa;
5 Eatirnpde GNP and prinsipal covaponenta on
a quarierly basi in constant do
b, Estimats peraonal incoms in conztant dollars.
¢. Estimate components of persenal eonsumption
expenditures in mnst.a.nt. dollare.  (Please

: .
d. m‘h nationel income by industry of
origin in constant dollars.
8. Rslsted natiopal aceountiog systema:
&, Fresent Federal Reserve money ﬂuw ascounts
on & quarter]y kansig,
b. WMake mgular egtimates of input-output

o, Mﬂe regular estimates of a national balance
sheat {ineluding both tangibley ard in-

ngikl
Pl‘ﬂﬂ&nt r::}ulnr reconciliation of the systems.
L) thmlwtlmam
ed estimates in entirely unadjusted form
in sdditien to present seasonelly ad]umd
aatirnates,
10. What changes or additdong, If any, wenld you favor in the following distei-
butions of income? )
&. By Infinatry of orlgin
b Brregion
¢. By giza of family Income
11. What other chavges, if any, would you fa'rucr in the pational income oy related
aecints ?
12 Ligt, In order of prierity from Four point of viaw, the thyee most wrgent im-
provements in the oodonal incgme aod prvdoct ssélmetes that cao be
promptly made.

a.
b.
o
13. List. in order of prioricy, the three mogt Snportant longsr raoge lmprovements
in the natléoal neconnta.

.
b
-]
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14 Do yon have sobatantial need for natlonsl income and m&nnt ﬂxnras back
of 1020 that tis in with thezs avallable fox the perlod beginning 10207

L5: Ara the deseriptons of the sources pnd methods of estimation of the nationel
Income pecomnta (particulorly thoee in part ITE of Natooa] EFncome, 1654
ad:ltiun} stifficlently conerete pnd detailed for your purposea with cespect

Annual estimaies .
Qearterly estimates
Ifuot, what forther detall would you went?
18. Are the discussiong of concepts (particularly in part 11 of Nadomal Intome,
1964 edition) satisfactory? -
if not, whetchanges do Fou suggast ¥
17, What ars the principal purposes for which yon oee {a} acoual (b) guarterly
natlonkl income axmd prodoge t:lnta?

Examer G-E—R-ammi m#:uww (93}, Fationei Accounis Review
. {.anmi!tee

QUESTIONHATRE

Natne and orgabizatlon {optional) ;
Tha followlng are among the chaoges in or extepsions of the regional income
esfimates which have beed recommeandsd most frapuently.
In colomn (1) plesse indicate by (he appropriate symbal whetber in previons
work you bave felt 4 nead for the indieated Information :
Not at all—1N
Oeenglonally—0 -
Irequently—F
In column (2) pleass indicate h;r the appropriate symbol whether Fou wouold
nge this Information in the fotnre !
Naot at al—N
Oecasions il y—~0
Fregoeutly—F .
Plesse 8dd pny farthey ramarks Foy may hmre on these itema oo the back
of the page or oh separate Lages. If yop have np opinlon on B FogEested -
chsnge, please leave both colnmng blank,

Page Fata
noeE duimbmsy
. (L} {2}
An eatimate of total dlapogable income for esoh Btate.
2 A.pfnrigﬂtlnrtntalhraﬂkot Btate pargonnl Income by slza
a T
5. Estlmates of "grosa Btate sxpeoditure” (aggregnte and
same hroad components} applegous to the GNE eon-
cept at the nationsl lavel.
4., Egtimstes of State personal incoms in constant prices.
5. Quarterly estlmates of State parsonal income.
6. Reglonal inpui-output matrizes.
7. Eatimatas of paracnal ineome for sountles.
& Enptimates of personal income for metvopolitan aceas.
0. Breakdewn of income paid out b¥ establishments o-
ducing for nationnl or internptional markets and those
producing for lseal markets {including trads and sere-
lea astabllshmants) .
14, What other changes, 1£ any, would yono tavor in the regional Income esl:ima.tes"
11. ‘What are the prinsipal sblnstlml deficlencips of tha 'presant estimates
12, 'What con be done to correct these deficiencies ?
13. List, in order of priority from your point of viesr, the three most urgent
imprﬂvementu in the vegional income estimnates,
8- . _
b

<.
14 What are the privsipal parpoues for which Fon nse regional lncome date?

G el
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APPENDIX D _
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committes) - :
A DGHEALAN OF UTIGMAL ACOOINITET HEDCTUREY
T Dok Baturs o bymrtord sl Aneourks i .
m:: Eatarprians m hu-u-w
18 L | i
. LN i f%l i
Dty wlw | m|w e [ |5 Jeom]| os | oo
Pedtad Statew . - _1_—-———3-—-4---1- —— --_In_- X I
MartTaiia » : ‘lg . ¥ ] --]l—n- X 3
!
coeen_ z :=z=sla_ wl 3 | o Jex=] 2]
| - [
| N e m— ] 3 » . ] x -
’ : 3 . |
¢ ? o
Wadral Flngleg F—— Ty ey B e gl X H
[P p— “'Iml 1] .4 i
Ronmy ] & h?;u-li—:-ﬂ! - ) 4 3
- 1 [ [ 1
o ]
iy L:ulall A =] -] I x
¥ t—:'l——b » |
Frupes i ﬁ o |4——p als | r] = I
Meturiogy A N Eﬂlﬂl il I I -
JApAn P ——— i . i—iv——h H - I 1

famra). T Lot i..ﬁ llcats EPOpriation e seplind naMearh-
mmu#mw:ummm EM}mﬂmmmm__
Anippal pACT o Ut pesamiiog ahpugaos .
Aubtre'tlng Mithis the esbined rodeeiie sl gereeieiioo aeeest foF tietiae o Hetindtion 1s el
Trtunan Trading SrETIEE mhd Tahiolad srteTrLee . -
Mjthim dhe apprapriation eaded for gassred o ALl famle i
Tolmpuld.
Borway. mummmlwmmmmumumummm
wumwmmmmumwmwmm
Svaiss. W and [ s ewder I "imeoss & ™ s ™, L™ Tawgrtd whly.
TGS, WM i GROTAL ACTOME EOF ATHIETIME “HRogul. ¥E AWRETOOM" RN m-mbth
me'm mw is tivtinguivhel, In-iss ey
weotor "adeinidteetlonk® G Sodoeiug el sl sre Sl Ingoislel
ﬂﬂﬂnleﬂWuﬂ“l Inul.n"tnﬂlﬁmimmm
. niagiglaireaices privies, mn-mmmm

Tk e
Both matared tite SR 'r.l.l'ﬂ'un‘.'
Mpbac ity . Ty Jaktars A ;w.mnmwmwummum—”

mnuhmmmm-mmmm'mm
ricats DIl Peods ol 1idm m“ﬂiﬂlﬂmmﬁ'”

ElLlm & Limud
[T

i padea



181

4 OOBSTRNE O TNl ACTOWCTIC STRUTIRE [antimad )
Tabie D Ppliih ik Dol lching spetrileorst

o A

NATIONAL EOONOMIC ACCOUNTS

SRR ] i 2 | mm _m
. ¥ x §ou o ok g
4 mm%_m i il mm it i WME_ mm hwwm

— B s
e fiie - b | S
g . w ﬂm il e
i _: & 1 n Mm rmm wmmmf
i ol ol .m i |
T IR I il :.mw
LN S « : b mmrmmm_m
IR T T T

Wi b Lemard
Statlot i ol E)=a
ndted Butleod .

meian ia vertiewisg sall i lsary weeviins for D
it

mrvomrts B MaAAA] WrRAmcAlaan dre if sttt TRkl et

of i pr

L i the sffirsties alee e present i of ascosts is Wing wrrestly prptessd
ot Lanoladng wlgihitiem deictoat .

Prrally sl
L]

wl fa)

8 I Bon e

it Wkdd for skt v de

w‘r



182 NATIONAL ECONOBIC. ACCOFNTS
- %', APPENDIX E

Tar Nationin Income Accoonts: FoTure DirEcTIoNs oF RESEARCH
* anp SvcaesTions ror IncproviNg THERR Baso Dara

Statement ared Decemnber 1856 by George Jaszi, Chied, National
Income Livision, OMfice of Business omics, U, 8. Department of

Fizr I. Forvze Digsorions or NATIONAL INCOME AND RELATED

The following statements on the future directions of national in-
come and related research (pt. I) and on deta improvements (pé. II}
have been prepared in response to the request of the National Accounts
Raview Committes. : . ' : _ T

Let me say at the outset that I welcome your forthcoming review of
our wark. 1t will be useful to formulate and to direct public attention
to the major preblems with which official national income work in the
DUhnited States is faced. . - ;

One of these problems—a very practicdl one—I should like to flag
now and disenss in some detail later. There is widespread agreement
a5 to the basic importance of national income estimates, and an urgent
demand for improving their accuracy and for extending their scope.
Yot—if I may generalize—there has in the lest decade besn mno sig-
nificant addition to the goantity or quality of the primery statistical
data that are the raw materials of national Income estimates. Alse,
aver: the same period significant reductions have been made in the
funds available to the of Business Economics and its National
Income Lhtision, which shape these raw matariale into final form.

1. WRITTEN DESCRIPTIGNE OF NATIONAY, INCOME WORE

Needless to gsay, you will have the full mg{mﬁm of the National
Income Divisior n your review. It may be helpful if T draw attention
to the extensive material relating fo our work that is available in
written fomm ; this material should facilitate your proccedings.

1. Published material—As you know, the guﬁa}v of Cwrent Busi-
ness not only carriss onr I'EFIJ].&[' estimates, but alec analyzes thege
data as well as newly developed estimates not——or not yot—incor-
porated info our estab]jirshad series. Inparticular, I want to draw your
attention to the special stndies we fPI‘ﬂPﬂﬁ: such a5 that of corporate
profits in the January 1886 iseus of the Snrvey and that of manufac-
ruring investment in the current November izsve. .These studies nre
part of onr ontput, in addition to our regular monthly, quarterly, and
annual series and the anaiyses that amﬂgaseﬁ on them, .

The definitioral and statistical foundations of our work are de-
geribed in detail in the National Income and other supple:rnents to the
Survey of Current Business. In addition, last vear's sesgions of the
Conference on Resaarch in Income and Waalth afforded me an oppor-
tunity to pmfmm a detailed Faper in which I discuss the majer con-
captual problems of national income accounting as I see them, and
the general lines along which future work might proceed. Also avail-
able” iz n document repared by the Ofice of Dnsiness FEeonomics
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entitled. “Program Statement for the Office of Business Economics,
United Statea Department of Commercs” in which some of the same
ground i covered, : :

" You will note.that my paper for the income conference was written
in a personal rather than an official capacity. The sxme qualification
a e5 ¢ the status of the following remarks. 1 have, of course,
done my best to write responszibly, but my statement has not under-

gone official clearance. - o : _

.2 'Euppmtglénfamﬁan.:—?m X1 of thi§ memorandwin re-
lating to ajor deficiencies and improvements in the date underlying
our monthly, quarterly, and annua) series should, toge with the
decuments previcusly mentioned, provide a reasonably full descrip-
tion of the comecopts and metheds wnderlying the c){:reaent national
income statistics, and the vistas of ) 22 we can diseern

You wil! note that our income-size distribution and State income
estimates are not covered in the memorandum on data gaps and im-
provements. Weshall be glad to furnish snpplementary statements on
these two topics if and when you take them np.

All we have published relating specifically to the methodolo
underlying our monthly and quarterly series are brief notes in the Busi-
ness Statistics supplement to the Servey. Bulb with only a few sig-
nificant exeeptions the sonrces we use for our less than annual sories
are those used for our preliminary a